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THE IMPACT OF FEDERAL LEGISLA- 
TION UPON ACCOUNTING* 


W. WERNTz 
Touche, Niven, Bailey and Smart 


ever to debate the questions of 

whether administrative agencies of 
the federal, state and even local govern- 
ments have exerted an influence on ac- 
counting. They have—and it has been a 
powerful and in some areas an almost 
dominant influence. The matters for con- 
sideration are: (1) what is the nature of 
this influence and how has it been brought 
to bear; and (2) on balance, is such in- 
fluence helpful or hurtful, both as to its 
short-term and its long-term effects. 

A listing of those administrative 
agencies which have influenced accounting 
in one way or another would be lengthy 
and of little usefulness. We may, perhaps 
roughly, map out, with illustrations, cer- 
tain types of situations, as follows: 


T: BEGIN WITH there is no need what- 


(1) Purely record keeping requirements, e.g., 
wage and hour requirements, or sales tax 
collection requirements 

(2) Agencies creating problems which account- 
ing and accountants must handle in the 
records and give effect to in financial 
statements, for example, contract termi- 
nation regulations, renegotiation boards. 

(3) Indirect influence on accounting concepts 
and thinking, as for example, price control 


* Presented at the annual meeting of the American 
Accounting Association, Minneapolis, September S, 
1952. Much of the substance of this paper is drawn 
from the author’s article in the Iowa Law Review for 
the winter of 1951 entitled “The Influence of Adminis- 
trative Agencies on Accounting.” 


and procurement regulations with their 
discussions and definitions of costs, over- 
heads, allocation of costs, etc. 

(4) Direct influence on accounting—income 
tax requirements, state and federal regu- 
latory agencies, and the S.E.C. 


Many individual agencies will of course 
fall into more than one, and perhaps in all, 
of the above categories. For example, in 
its administration of the income tax, the 
Internal Revenue Bureau (including for 
this purpose the courts passing on in- 
dividual cases) has certainly been a power- 
ful influence towards the keeping of better 
records; discussions of cases arising under 
its requirements have been persuasive and 
in some areas controlling authority for the 
decisions as to the accounting treatment to 
be followed in general financial statements; 
and the peculiarities of the income tax 
have certainly created problems for the 
accountant—witness Bulletin 23 of the 
Committee on Accounting Procedure of 
the American Institute of Accountants 
and Bulletin 53 issued by the S.E.C. 

For today’s purposes I plan to confine 
our consideration to analysis of the last 
two categories, i.e., the influence exerted 
directly or indirectly on accounting 
thought, and its reflection in accounting 
theory and practice. 

There are two principal avenues by 
which to explore the effect which Federal 
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administrative agencies have had on the 
development of accounting theory and 
practice. It would be possible to amass a 
multitude of actual instances in which 
published administrative opinions or rul- 
ings in specific cases had forced changes in 
accounting methods or accounting pre- 
sentation, and, conversely, to seek to 
catalog examples or areas in which ac- 
counting generally is at odds with the 
rulings of such bodies. Such a summation 
would today be a monumental task and, 
perhaps, most useful only in an historical 
sense. 

The alternative approach of considering 
the purposes underlying the assignment 
of accounting powers to governmental 
agencies, and the varying ways in which 
such powers are implemented, and of 
speculating as to their influence on ac- 
counting thinking, while, perhaps, less 
objective and demonstrable, is more 
amendable to the requirements of brevity. 
It is probably also a good deal more useful 
in seeking to anticipate the action of such 
an agency in unsettled areas and unde- 
cided cases. 


THE CONCEPT OF ACCOUNTING 


Business accounting, for purposes of in- 
ternal control of personnel, costs and poli- 
cies and for reporting to inactive owners, 
has largely developed within the last 
half-century. It was impossible that this 
development of accounting as a control 
device originating in the business world 
would go unnoticed by legislative bodies 
and judicial and administrative officials. 
It was inevitable that, in the search for 
effective means of obtaining data as to 
social and economic phenomena, resort 
should quickly be had to accounting 
data. Thenceforth it was but a short and 
logical step to reliance on the accounting 
process, first as a means of regularly ob- 
serving the activities of economic units, 
and then as a means of prescribing and 
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proscribing various courses of action. 

The use of accounting for governmental 
control purposes has generally followed a 
set pattern. First, there will be a mere re. 
quirement for informational returns, the 
filing of financial statements as prepared 
or published by the enterprise. Next, there 
may be an administrative or statutory 
requirement that data filed conform to 
some general standard, such as general 
trade practice or, more recently, “gen- 
erally accepted” accounting principles. 
Next, there may be a statutory generalized 
grant of power to an administrative agency 
to prescribe rules or, perhaps, a more or 
less detailed group of accounting rules 
may be incorporated in the statute itself, 
the stated objective being for example to 
attain “uniformity” or to avoid “‘mislead- 
ing statements.” At this intermediate 
stage, prescribed rules are generally few 
and directed at a handful or so of specific 
points, either positive or negative. The 
ultimate stage, not always reached, is the 
statutory grant of broad powers and their 
exercise administratively through a more 
or less complete prescription of accounting 
methods, as by a uniform system of ac- 
counts, together with prohibition against 
the keeping of records that are incon- 
sistent therewith. 

It is not to be assumed, however, that 
every use of accounting or accounting data 
for purposes of control by the government 
through statutes or administrative agencies 
will necessarily follow the above evolu- 
tionary pattern. New controls will fre- 
quently start far along the evolutionary 
pathway, particularly if the area to which 
the control is directed is not a new one or 
if the particular government involved has 
already felt its way for some time in the 
use of accounting controls in other areas. 
It is also not to be assumed that every 
resort to accounting powers will necessarily 
evolve to the ultimate stage noted. In 
many instances, regulatory needs may be 
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satised or considered best served by 
stopping at one or the other of the inter- 
mediary steps as a matter either of statu- 
tory restrictions or of administrative dis- 
cretion. 

In analyzing this role of administrative 
agencies, it is essential that some analysis 
first be made of what “accounting” itself 
is. Accountants have sought for many 
years and in many ways to develop and 
state what are now generally called “‘ac- 
counting principles.” First overt efforts in 
this direction were quite naturally text 
books prepared by leading practitioners 
and teachers. Later there were efforts by 
groups such as the Federal Reserve Board, 
the New York Stock Exchange acting in 
conjunction with the American Institute 
of Accountants, and by the Institute itself. 
These were mixed approaches to account- 
ing principles, audit procedures and state- 
ment forms. Much more recently, there 
have been efforts to isolate and establish 
accounting principles as such. These have 
taken the form of statements issued by 
groups within a technical organization 
such as the American Accounting Associa- 
tion or by established committees of a 
national professional association, the 
American Institute of Accountants. In- 
deed, in certain instances, statements of 
particular “principles” have been adopted 
by the membership of this Institute, thus 
attaining a substantially more authorita- 
tive position than bulletins released by a 
committee which carry essentially only 
the persuasive authority of the committee. 

“Principles” thus established must, 
however, be sharply distinguished from 
what in other fields are frequently, though 
not necessarily accurately, called laws in 
such expressions as the “law of gravity.” 
They must equally be set apart from 
“laws” in the sense, for example, of par- 
ticular statutes such as the uniform nego- 
tiable instruments “law.” In contrast to 
both of these they basically represent 
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methods of dealing with economic events, 
expressed in dollars, which are recom- 
mended for use in order to convey informa- 
tion about such events in a reasonably 
understandable way. Departures from or 
non-observance of such “principles” are 
generally to be condemned because the 
user of data so prepared is certainly or 
likely not to understand the information 
given, or to misunderstand it. To this 
there is often stated a corollary—that it is 
seldom practicable to depart from such 
“principles” and to cure the situation by 
seeking to disclose the use of a different 
or unusual method that has been generally 
condemned. “Principles” thus are a good 
deal like the definitions of the words of a 
language—they are recommended and 
accepted meanings whereby the shorthand 
expression that is a financial statement can 
be expected to have a common meaning to 
its readers. 

In selecting or rejecting one of these 
“definitions” or “principles,” a major 
criterion is necessarily the purpose or ob- 
jective which the observer has in mind. 
There can be enumerated at least ten 
different interested groups—management; 
stockholders or owners; creditors and 
credit agencies; employees; government 
agencies; legislators and the judiciary; 
lawyers; the academic public; the press; 
and other accountants. Each of these is a 
principal user of financial data, with the 
rather clear resulting inference that the 
needs and desires of each group may differ 
in varying degrees. To the draftsman of 
financial statements, to the critic of ac- 
counting principles, or to one who seeks to 
draft an integrated statement of account- 
ing principles, selection of the interests of 
one or the other of these groups as para- 
mount necessarily colors his approach and 
conditions his judgment. This is purposive 
accounting. 

Purposive accounting is nevertheless not 
to be regarded as bad or unsound or im- 
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proper accounting. To the extent that a 
particular scheme of accounting adequately 
satisfies a chosen group of underlying 
purposes, it must be deemed good as “ac- 
counting” and approval or disapproval 
must then be based on agreement or dis- 
agreement with the announced or im- 
plicit underlying purposes and objectives. 
A very fair share of the written arguments 
about this or that accounting method or 
principle or presentation is in reality a 
debate over the purpose of the accounting 
rather than over the “accounting” as 
such; in a great many cases, the debates 
arise only because the contestants have in 
mind the interests of different groups. 
This view of accounting necessarily 
defines it as basically utilitarian in nature, 
a conclusion or possibly a premise both of 
the Committee on Accounting Procedure 
of the American Institute of Accountants 
and of many, if not the large majority, of 
accounting writers. Three groups, at least, 
apparently take a different view. At one 
extreme are those who are inclined to 
ascribe to accounting the status of a basic 
“truth” and the efforts of accountants to 
formalize principles simply as attempts to 
discover and state these fundamentals. 
Even this approach tends to recognize the 
accounting standards of any given time 
as legitimate and acceptable at the time, 
even though subsequent developments of 
accounting thought and practice may dis- 
credit them. The second school seeks to 
ascribe so large an area of common pur- 
poses and objectives to each of the various 
groups listed above as to posit a body of 
accounting “principles” common to all 
areas, differences where required being 
merely part of a definable superstructure. 
A third group cuts across the strictly 
utilitarian approach and both of the above 
views. This comprises those who ascribe to 
accountancy a measure of artistry in the 
interpretation of economic events and the 
construction of financial statements. This 


group tends to recognize a basic body of 
accounting concepts (which may be the 
purposive or utilitarian concept, the funda- 
mental truth idea, or the “common pur- 
pose” belief, or some mixture of the 
three) but feels that in applying such con- 
cepts or principles to the facts of a given 
case the “best” picture can be gotten only 
if the accountant exercises the widest dis- 
cretion and gives full play to an intuitive 
judgment born of experience and familiar- 
ity with his field. 

Which of these views of accounting, if 
any, may ultimately predominate can not 
be predicted. Recognition of such basic 
differences in approach is, however, im- 
portant and is often essential to the under- 
standing of an accounting discussion and 
to the preparation of successful arguments 
and counterarguments. For present pur- 
poses, it may be sufficient to suggest with 
great temerity that most administrative 
agencies necessarily combine in their ap- 
proach parts of two of these schools of 
thought. Substantially all administrative 
bodies operate on the basis of a fixed set of 
purposes, usually set out in the preamble 
to the enabling statute, but sometimes 
merely implicit in or inferable from the 
specific statutory powers granted the 
agency. Often times the short title or the 
common name of the Act gives the key 
to this basic set of purposes such as, for 
example, the “Revenue Act of 1950.” In 
other cases, such as the principal Acts 
administered by the Securities and Ex 
change Commission, there are introduc- 
tory sections setting out quite specifically 
and in varying detail the purposes of the 
Act and consequently the purposes of any 
accounting authority granted. Conscien- 
tious adherence to these announced and 
restricted purposes necessarily places an 
agency in the position of regarding ac- 
counting as essentially utilitarian—i.., 
responsive to the maximum achievement 
of its objectives. Superimposed on this 
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approach, however, there is likely to be 
the overt or implicit tendency to regard 
that method of accounting which is con- 
ceived to be best adapted to achievement 
of these fixed purposes as a basic or funda- 
mental “truth,” other possible methods 
being deviations which should be con- 
sidered unsuitable for general purposes 
as well as for these particular purposes. In 
practice, there is seldom in the discussion 
of particular matters full recognition of 
this elipsis in reasoning, either on the part 
of agency representatives or on the part of 
those appearing before the agency. 

The daily work of most public ac- 
countants is necessarily of such a nature 
as to require at various times recognition 
of the interests, both mutual and adverse, 
of each of the different groups under dis- 
cussion, and usually under circumstances 
which require consideration simultaneously 
of the problems and objectives of several 
of the groups. In consequence, it is be- 
lieved that most observers in this group 
tend to support the idea of a relatively 
broad area of basic accounting concepts 
common to .‘e interests of all groups 
mentioned with, however, equally broad 
leeway whereby to resolve conflicts in in- 
terest or to arrive somewhat intuitively, 
perhaps, at a presentation which best 
gives expression to the particular set of 
facts under consideration and also with 
considerable latitude in presenting supple- 
mentary data or special statements to 
satisfy the needs of one or more groups. 

This modification of the “basic truth” 
philosophy perhaps ascribes to accounting 
an origin in pure economics so that ac- 
counting becomes a practical attempt to 
teflect basic economic concepts such as in- 
come, profits, costs and capital values in 
terms of day to day transactions. As such 
accounting will tend to reflect, though by 
no means always succeed in reflecting, 
whatever economic philosophy is pre- 
dominant at the tirne. It may even reflect 
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basic notions common to a variety of 
economic philosophies and in such sense 
be more fundamental than any one of such 
philosophies. It is probable, however, that 
in this view the basis for accounting is best 
limited to the economic system and 
philosophy then predominant in the eco- 
nomic society under discussion. “‘Account- 
ing” would thus have for itself only a 
purely “utilitarian” function, but would at 
the same time enjoy a derivative inde- 
pendence stemming from the economic 
philosophy which it seeks to reflect. 


THE ADMINISTRATIVE AGENCY 


In the somewhat disorderly and con- 
tradictory development of the accounting 
concept, administrative agencies have 
played an important but not always bene- 
ficial part. Perhaps the most hurtful is a 
tendency toward inertia which may at 
times characterize the accounting required 
or preferred by such agencies. One of the 
earliest uses of accounting by an admin- 
istrative agency was the prescription of a 
uniform classification of accounts for rail- 
roads by the Interstate Commerce Com- 
mission. At the time, the accounting em- 
bodied in the regulation doubtless re- 
flected the best contemporary thought and 
may well have been then considered pro- 
gressive, if not radical. However, in many 
respects of principle, the classification re- 
mained unchanged for so long a period as 
to diverge materially from the accounting 
mores of later times. In the effort for uni- 
formity and consistency, the benefits of 
progress were lost through resistance to 
change. Some commentators have pointed 
out (with the benefit of hindsight) that 
accounting under the old I.C.C. system 
resulted in data of questionable usefulness 
to the average reader through adherence 
to ideas and treatments since discarded in 
other areas. Much the same sort of dis- 
couragement to progress was caused in the 
utilities field through adherence, specifi- 
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cally or by interpretation of the older 
classifications of accounts, to the idea of 
retirement accounting in lieu of deprecia- 
tion accounting which is followed in sub- 
stantially all other business areas. 

A second undesirable effect of admin- 
istrative agencies on accounting develop- 
ment stems from a possible lack of breadth 
in coverage of different viewpoints. Even 
putting to one side the fact that admin- 
istrative agencies by hypothesis have a 
specific and limited set of purposes in 
mind, there is also the fact that, organiza- 
tionally, ultimate responsibility for techni- 
cal development and for selection from 
among variant policies is necessarily 
centered in the hands of a relatively small 
group. It is apparent that without such 
centralization administrative accounting 
would fail as a control device. Neverthe- 
less, the existence of centralized authority 
means that the policies adopted will reflect 
to a greater or less extent the particular 
philosophy embraced by the group, to the 
exclusion of others. It is not intended to 
infer in any way that decisions and choices 
are reached capriciously or without the 
most extended and thoughtful considera- 
tion of conflicting ideas and optional 
methods, but only that selection ultimately 
rests on the conclusions reached by a rela- 
tively few rather than on “general ac- 
ceptance.” It is also important to note that 
once a policy has been adopted, the very 
size of the group tends to strengthen the 
natural and understandable reluctance to 
reconsider. 

There is finally, as a possible non- 
beneficial influence of administrative 
agencies in the development of accounting, 
the efficacy of the sanctions of the enabling 
statute in controlling conduct and thought 
and so modifying development. No better 
illustration of this can probably be found 
than in the field of income tax. Ever since 
adoption of the income tax in 1913 and 
more powerfully as rates have risen, the 


tax treatment of items has become a major 
consideration in accounting thought. Inj- 
tially, and still in language, taxable in. 
come is supposed to be determined by 
generally accepted accounting methods 
which will clearly reflect the taxpayer's 
operations. On this generalized and es. 
sentially sound foundation, there has been 
built a mass of court decisions, and statu- 
tory exceptions and prescriptions, as well 
as rulings, interpretations and opinions 
based thereon, which have resulted in an 
edifice of tax accounting theory only 
superficially similar to general accounting 
and possessed of a rigidity wholly incon- 
sistent with what is probably the present 
majority view of accounting. It is not in- 
tended to imply that tax accounting 
theory is “bad” accounting or unsound for 
tax purposes, but only that it has de- 
veloped along its own functional lines, is 
not well suited for many other purposes 
and at many points runs contrary to most 
modern thought. It can even be agreed 
that many or most tax rules which are sub- 
ject to criticism accountingwise are neces- 
sary or desirable taxwise. But when one 
considers the tax accounting approach to 
such matters as deferred income, or pre- 
miums or subscriptions received in ad- 
vance, or property taxes, to name a very 
few of the simplest matters, it is readily 
apparent that tax and general accounting 
theory have become widely divergent. 
Yet the impact of taxes on the economy is 
so significant from the dollars and cents 
point of view that the tax effect of a 
particular treatment is often determina- 
tive of the adoption or rejection of such 
treatment for general purposes and what 
is more significant perhaps, of the decision 
to complete or not complete the transac- 
tion. The area of departure of the two 
fields is well illustrated by the fact that 
both the American Institute of Account- 
ants, through its Committee on Account- 
ing Procedure, and the Securities and Ex- 


change 
ing Se 
to de 
to app 
is tre 
financ 
comm 
the p 
tive a: 
nue, | 
court 
proble 
the Se 
whic 
count 
| whic 
has b 
tory 
unde! 
Th 
direc 
govel 
taxes 
Acts 
tion. 
pate 
men 
state 
an u 
omit 
to be 
the 
As ¢ 
men 
pass 
muc 
tion 
Sucl 
fo 
prin 
inco 
wor 
sio 
ite 
pro 
Mu 


The Impact of Federal Legislation Upon Accounting 


change Commission, in one of its Account- 
ing Series Releases, have felt it necessary 
to develop rules of procedure and theory 
to apply to cases in which a material item 
js treated differently for tax and for 
fnancial purposes. It is also an interesting 
commentary to note that conformance to 
the principles required by one administra- 
tive agency, the Bureau of Internal Reve- 
nue, because of statutory provisions and 
court decisions, has resulted in a major 
problem for another administrative agency, 
the Securities and Exchange Commission, 
which is charged with responsibility in ac- 
counting matters in another area and 
which by its very concern with the problem 
has by implication rejected as unsatisfac- 
tory the accounting required or accepted 
under the tax statutes. 

These tax “‘sanctions’’ are monetary in a 
direct and immediate way since they 
govern the amount of dollars to be paid in 
taxes. Other statutes such as the Securities 
Acts impose a quite different type of sanc- 
tion. Under such Acts, those who partici- 
pate in the issuance of financial state- 
ments may incur liabilities to users of the 
statements if such statements “‘contained 
an untrue statement of a material fact or 
omitted to state a material fact required 
to be stated therein or necessary to make 
the statements therein not misleading.” 
As applied to the usual financial state- 
ments, these liability provisions encom- 
pass not merely full disclosure but go 
much farther, according to the interpreta- 
tions established by the Commission. 
Such rulings provide that a failure to con- 
form to “generally accepted accounting 
principles” renders the balance sheet or 
income statement misleading. In other 
words, statement of property or of a provi- 
sion for depreciation or any other material 
item on a basis not generally recognized 
among accountants as acceptable and 
proper may be held to be a misstatement. 
Much the same idea permeates the com- 
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mon law liability for issuance of misleading 
statements although there is seldom a 
conscious recognition that failure to follow 
a “sound” accounting principle is to be 
considered a misstatement. Instead, most 
court cases merely examine the item in 
question, property for example, and con- 
clude on the facts that the “amount” 
shown therefore is wrong or misleading. 
However, scrutiny of those opinions which 
contain some reasoning in support of the 
conclusion will generally show that there is 
testimony or other authority to the effect 
that the “amount” was arrived at by 
means or on the basis of methods which 
most accountants would consider to be im- 
proper. The rules, opinions and releases of 
qualified administrative agencies, partic- 
ularly one such as the Securities Exchange 
Commission, can be expected to be given 
rather considerable weight by most courts 
which have before them a question on 
which the agency has ruled, even though 
the case was not raised under the agency’s 
enabling statute and the agency was not a 
party thereto. Such material would prob- 
ably be accorded more weight than, for 
example, text books, and might also out- 
weigh some types of testimony by expert 
witnesses. 

This concept that failure to utilize ac- 
cepted principles is a misstatement was 
adopted by the Commission in its Account- 
ing Series Release No. 4. That release in- 
deed went further and specified as mis- 
leading the use of any principle of 
accounting which was contrary to any of 
the Commission’s rules, regulations or 
formal opinions, including the opinions of 
its chief accountant. This statement of 
policy was reaffirmed at the time the re- 
cent Federal Administrative Procedures 
Act became effective through re-publica- 
tion of the release in the Federal Register 
at that time. 

The pressure generated by statutory 
liability for misstatements has been in- 
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creased and enlarged by the requirement 
of “independence” as a necessary at- 
tribute of accountants who report on state- 
ments filed with the Commission. Under 
the Commission’s interpretation of this 
requirement, all relations of an accountant 
with his client are to be given consideration 
in determining his independence, not 
merely relationships incident to the filing 
of a statement with the Commission. 
Among other things given consideration 
are differences between statements filed 
with the Commission and those included 
in annual reports to stockholders or other- 
wise published. Lack of independence will 
itself make the filing deficient (misleading) 
and may under some circumstances also 
result in disciplinary action. 

Still another typeof “sanction” attaching 
to such legislation as the Securities Acts is 
the possibility of widespread publicity of 
disagreements and adverse decisions which 
is afforded through the medium of public 
hearings and published opinions. Such 
publicity is undesired and undesirable for 
both corporations and practicing ac- 
countants. This may even be true where 
the opinion cites an accountant with ap- 
proval rather than with criticism, since 
many lay readers may not be able to dis- 
tinguish the cases or may not take the 
trouble to do so. 

Because of these sanctions and because 
the S.E.C. field of activity closely parallels 
or overlaps a major area of corporate and 
public accounting activity, the conclusions 
and policies of the S.E.C. have been par- 
ticularly influential and formative in much 
of the development in accounting concepts 
during most of the last two decades. Evi- 
dence that this is so is easily found. Both 
the annual reports of the Commission and 
the annual reports of the major committees 
of the professional accounting societies are 
replete with references to the usefulness of 
a long course of collaboration in the dis- 
cussion of mutual problems such as the 
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selection or rejection of particular ac. 
counting treatments, the development of 
methods of handling new situations in 
financial reporting and so on. Companies 
and their accountants are understandably 
reluctant to file statements with the Com. 
mission which differ in any essential way, 
except perhaps in the amount of detail, 
from those furnished to stockholders or 
otherwise released to the general public, 
This reluctance can be specifically illus- 
trated. In a fairly recent annual report to 
stockholders, this note to the income 
statement was prominently displayed: 


“At the request of the staff of the Securities and 
Exchange Commission, these items are included 
in the consolidated statement of income rather 
than in Earned Surplus as previously reported.” 


An even more significant illustration is 
found in bulletins 5, 6 and 12 issued by the 
American Institute of Accountants Com- 
mittee on Auditing Procedure in 1941 and 
1942. Early in 1941, the S.E.C. had revised 
its rules so as to require that accountants’ 
reports include “if with respect to sig- 
nificant items in the financial statements 
any auditing procedures generally recog- 
nized as normal have been omitted, a 
specific designation of such procedures and 
of the reasons for their omission.” An 
earlier conclusion of the Committee on 
Auditing Procedure had been that no dis- 
closure of omitted procedures was neces- 
sary unless the procedures would have 
been reasonable and practicable under the 
circumstances, but, nevertheless, had not 
been carried out. 

Approximately a year later, the Com- 
mittee issued an amended statement in 
which it was recommended that certificates 
for general use conform to the S.E.C. re- 
quirement on this point even though the 
company involved or the particular state- 
ments under consideration were not sub- 
ject to the jurisdiction of that agency. The 
reason advanced was that it was ul 
desirable to create the appearance of @ 
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“double standard” as between companies 
subject to S.E.C. and those not so subject. 
This stand may, however, have been 
modified somewhat in the recently pub- 
lished booklet on auditing standards. 

It is not possible to tell in how many 
cases the accounting of otherwise un- 
regulated companies has been shaped or 
modified by reason of the penalties and 
risks that would have had to be assumed 
had not the rules or administrative re- 
quests of the Commission been met. 
That they are very numerous will be 
readily conceded by all familiar with the 
field. There are certainly even more cases 
wherein a possible accounting treatment 
was dismissed from serious consideration 
simply because it was apparent that the 
use of such treatment would be incon- 
sistent with prior opinions or rulings of a 
Federal agency. To the extent that com- 
pliance with agency preferences in ac- 
counting matters is due to fear of sanc- 
tions, to the exclusion of a consensus of 
informed and honestly held contrary 
views, the influence exerted by the agency 
must be classed as undesirable. 

The influence of such agencies as the 
Bureau of Internal Revenue and the 
S.E.C. are especially pervasive and far 
reaching because of the great variety of 
businesses affected; but they are not so 
all-powerful in any specific area as the 
decisions of agencies in which regulatory 
accounting powers over particular in- 
dustries are vested, such as the several 
state and federal commissions regulating 
utilities, insurance companies or banks. 
Most of the statutes creating such com- 
missions proscribe the keeping of basic 
records other than or inconsistent with 
those called for by the regulatory agency. 
Under such conditions, the subject com- 
pahy or its accountants may have little 
basic freedom of action except as to the 
relatively few matters as to which the 
agency has issued no controlling rule. 
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Even here, however, there will be found a 
few, a very few, instances in which a 
company’s published accounts will be dif- 
ferent in form or content from those pre- 
scribed, but accompanied by a very 
positive disclosure of the difference in 
treatment. These cases differ from the in- 
stance cited earlier in that the first group 
reflects recognition of a persuasive author- 
ity, while the latter and very rare group 
of cases reflects, in reality, a revolt against 
rigid and possibly antiquated procedures. 

Up to this point the influence of admin- 
istrative agencies on accounting has been 
dealt with in terms of the restrictions 
exerted on freedom of development and 
from that point of view has been charac- 
terized as possibly, though not always 
necessarily, nonbeneficial. This, however, 
is only one side of the problem. Like other 
social and economic organizations, the 
administrative agency would not have 
attained its present widespread use and 
general acceptance had there not been 
very much to recommend it both in theory 
and as it has worked in practice. This has 
been as true in the direction and develop- 
ment of the accounting concept as it has 
in most other areas of social or economic 
activity. 

Administrative agencies have played 
an important and commendable role in 
this area and it is intended next to catalog 
some of the ways in which this influence on 
accounting development is felt to have 
been beneficial in the past and to offer 
promise for the future. 

Consideration of the interests of cor- 
porate management and direct credit 
grantors such as banks is inherent in cor- 
porate accounting work being done by 
company-employed personnel. The same 
applies to the work of public accountants 
whether acting in an advisory or special 
service capacity, or in the course of a 
regular annual examination. This is true 
because such interests are in a position 
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either to control the accounting or to 
force consideration of their interests 
through economic pressure. In privately- 
owned companies, much the same situa- 
tion usually exists with respect to stock- 
holders who are active in the management 
or who personally select the management. 
Other groups have not nearly so direct a 
means of forcing direct recognition of their 
interests and in practice are often not 
articulate as to their needs or desires. 
These groups ordinarily include the stock 
and bondholders of large publicly held 
corporations; prospective investors; con- 
sumers; employees, at least until recently; 
and frequently the government or certain 
aspects of government, usually charac- 
terized as “the public interest.” 

In an enlarging and increasingly com- 
plex society, events such as the depression 
of 1929 or widespread uneconomic com- 
petition of natural monopolies such as 
utilities frequently bring about reexamina- 
tion of economic practices and result in 
new emphasis on or attention to the needs 
of particular groups. Such events often 
cause companies and accountants on their 
own initiative to reexamine their practices 
and thinking with a view to giving more 
attention to the needs of special groups. A 
particularly frequent result is new legisla- 
tion and the establishment of a con- 
tinuing administrative agency specially 
charged to represent or “look out for’’ the 
needs of important but “hitherto neg- 
lected” groups. Such agencies are endowed 
with varying degrees of regulatory or dis- 
closive powers. As a result, the interests 
of the selected groups will thenceforth 
play a much more important part in the 
subsequent development of practices, in- 
cluding accounting practices and con- 
cepts. In brief, the agency practices pur- 
posive accounting and to the extent that 
it thereby restores or tends to restore an 
equitable balancing of interests, its ac- 
tivity is both theoretically and practically 


beneficial. Turning once again to the 
S.E.C., it is a simple matter to show that 
since its inception there has been constant 
improvement in the scope and nature of 
data furnished investors as well as in the 
amount of thought and effort expended to 
develop for investors new and better data, 
On the negative side, the fear of punitive 
action by the agency undoubtedly has 
deterred many from the use of question- 
able practices and improper statements, 
This influence on “thinking” and this 
discouragement of substandard perform- 
ances are probably the most important and 
beneficial influence of the administrative 
agency. Indeed, it is beneficial even when 
an agency sponsors a position which is 
generally unpopular, since it tends to 
stimulate opposition and from the conflict 
will often emerge an equitable solution 
which might not otherwise have been hit 
upon or developed until much later, if 
ever. 

Another beneficial influence is the de- 
velopment of a more highly specialized 
knowledge or “expertise” in a particular 
field than would be possible for an single 
outside group. In the usual case, an agency 
will have to consider a far wider variety 
of situations than would be possible for 
any single company or any single ac- 
countant or even any manageable group 
of companies or accountants. As a result, 
the agency is in a prime position to com- 
pare methods and results and to collate 
data and test solutions. It also will serve 
as a forum in which to debate the merits 
of alternative practices and to develop 
treatments to meet new conditions. Wisely 
handled, this function can be of especial 
usefulness in the field of accounting both 
by acting as a bar or deterrent to individ- 
ualistic or irrational deviations and by 
establishing minimum standards of con- 
duct. It can also effectively police stand- 
ards adopted by accountants through their 
own voluntary actions. 
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SUMMARY 


There can be no doubt that administra- 
tive agencies have been a significant in- 
fluence in the development of the account- 
ing concept during most of the last half 
century. To the very considerable extent 
that they have enforced recognition of the 
interests of unorganized or inarticulate 
groups, and have accelerated progress in 
accounting thinking their influence can 
only be regarded as beneficial and their 
continued existence desirable. To the ex- 


tent that they have curtailed freedom of 
thought in accounting matters or have 
kept accounting in outdated molds or have 
required observance of principles well 
suited for limited purposes but ill-suited 
for most uses, their influence must be re- 
garded as hurtful. On balance, it seems 
probable that accounting thought and 
practice has progressed farther and faster 
under the stimulus of such agencies than it 
would otherwise have done. 
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THE CONTROLLER AND 
PENSION PLANS* 


RoceEr L. Norton 
University of Buffalo 


RGANIZED PLANS for providing old- 
() age benefits first appeared in Great 

Britain around 1850. And one of 
the first plans in America was started in 
Canada by the Grand Trunk Railroad in 
1874. One year later the American Express 
Company introduced a pension plan which 
was perhaps the first formal pension plan 
in the United States. However, these plans 
were insignificant in the industrial scene, 
and it was not until the twentieth century 
with its rapid industrial expansion that 
pensions began to assume the prominence 
they enjoy today. 

It is interesting that by the turn of the 
century twelve formula plans had been set 
up by railroad companies in the United 
States covering 500,000 employees. Car- 
negie Steel Corporation and Standard Oil 
Corporation installed pension plans in 1901 
and 1903. In 1911, United States Steel 
Corporation and Carnegie Steel Corpora- 
tion created a pension fund of $12,000,000 
which was to be administered by the board 
of directors according to specified rules. 
Benefits under this progressive plan were 
computed on the basis of one percent for 
each year of service of the average regular 
monthly pay received during the latest 
ten years of service. There was an upper 
limit of $100.00 and a lower limit of $12.00 
per month. The impetus of this and other 
similarly enlightened pension programs 
was such that by the year 1913, 3,000,000 
employees in the railroad, public utilities 
and manufacturing industries enjoyed the 
prospect of pension benefits. 


* This paper was submitted in the Student Prize 
Essay Contest sponsored by the Association during 
1952 and was selected for Honorable Mention, 


Laws had to be changed to match the 
growth in the scope of these plans. As it 
happened, tax laws did not follow closely 
with pension program developments and 
therefore failed to contribute actively to 
their improvement. This was perhaps in- 
evitable because of a lack of uniformity in 
the plans and the newness of the idea of 
pension security. Business failures during 
the depression of the ’30’s retarded the 
growth of pension programs, and thus 
some sort of supplementary federal aid was 
imperative. The first major law to institute 
such assistance on a broad scale was the 
Social Security Act of 1935 which provided 
for basic old age assistance to wage- 
earners. Subsequently federal old age bene- 
fits have been substantially increased and 
have been extended to include members of 
the wage-earner’s family. However, the 
social security laws have fallen short of 
intended goals, for the payments promised 
are fixed while due to inflation the purchas- 
ing power of the dollar is not. And this 
inadequacy has been a chief factor in the 
increase in the number of pension plans 
in the last ten years. The legality of the 
payment of fringe benefits in the form of 
pension plans where wage controls exist, 
and the increasing awareness of the im- 
portance of old age benefits to the em- 
ployee are further incentives for the 
growth of pension plans. 

At the present time pension plans are 
being initiated in all types of industries 
and institutions. Each may be slightly 
different from the others in form but the 
main theme is preserved. The emphasis is 
upon benefits to the workers. The outlook 
for the future is that more and more benefit 
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plans will be inaugurated in progressive 
business firms. 


THE ROLE OF THE CONTROLLER AND HIS 
STAFF IN THE INVESTIGATION OF A 
PENSION PLAN 

The board of directors as the voice of the 
stockholders will usually be the first group 
to decide to investigate the possible adop- 
tion of a pension plan. However in some 
cases the actual consent of the stock- 
holders may be necessary because of 
charter provisions or by-laws. Assuming 
consent to the investigation is obtained, to 
whom shall the work be assigned? To an- 
swer this question correctly the task must 
be defined. The following statement from 
an article by Paul G. Rohlfing puts the 
problem in a nutshell: “Study your own 
basic problem, then develop a plan which 
meets your requirements not only for the 
present but for the future as well, with 
both management and employees having 
a full understanding of the provisions of 
the plan and the reasons for said provi- 
sions.”* Study of the problem in many 
cases will be charged to the controller for 
his hand is on the pulse of the company. 
Therefore it would seem that he should 
consider whether a pension plan will 
weaken or strengthen his organization. 

Such an examination may require the 
skill and time of more than one person. To 
gather pertinent information the con- 
troller may use his staff besides consulting 
other members of the organization, for 
example the personnel department, labor 
representatives and the accounting de- 
partment. 

Many written sources of information are 
available to the investigator. Among these 
materials are books, current publications, 
articles published by pension advisers, 
loose-leaf services, studies by the govern- 
ment and membership studies like those 


‘Paul G. Rohlfing, “Important Consideration in 


Devising and Qualifying a Pension Plan,” N.A.C.A. 
Bulletin, XXXI, Section I, February, 1950, 
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produced by the American Management 
Association and the National Industrial 
Conference Board. 

Further information may be obtained 
from institutions, organizations and in- 
dividuals who serve as pension advisers. 
Life insurance companies, trust companies, 
pension plan consultants, actuaries, in- 
surance agents and industrial relations 
consultants are the more important ex- 
amples of these sources. Not to be for- 
gotten is the attorney who may be called 
upon to draft the final plan and trust 
agreement before submission to the Treas- 
ury Department for approval. 


INVESTIGATION AND CONSIDERATIONS 


Method of Funding—Types of Pension 
Plans 

After deciding to initiate a pension plan, 
a firm must consider the manner through 
which it will set aside and pay the benefits 
derived from the plan. Several types of 
plans are open to the firm, but the choice 
will depend on the conditions existing 
within the particular company. 

One plan to consider is the group annu- 
ity plan. Under this plan the employer 
enters into a master contract with an in- 
surance company to purchase annuities 
for payment of the benefits. Usually 25 
or more employees must be covered and 
in most cases 75% of the employees must 
participate. A unit of single premium de- 
ferred annuity is purchased once each year 
for each participant. The premium is 
based on the employees sex and age at the 
date the annuity is purchased. The rate of 
contribution is low in installation but rises 
until the average age group is stabilized. 

For small businesses the individual pol- 
icy plan may be advantageous because the 
continuity of employment is generally 
greater and participation can be more se- 
lective. A constant premium, except for 
additional units purchased or changes in 
compensation, is the usual method of fund- 
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ing this type of plan. Most insurance com- 
panies believe it advantageous to purchase 
life insurance along with the annunity for 
a small additional premium. Contribution 
will continue until the time when pay- 
ment of the benefits to the employee ar- 
rives. 

A third possibility is the group perma- 
nent plan which is a combined group life 
insurance contract and group annuity 
plan. A master contract or group policy is 
entered into by the employer and an in- 
surance company. The plan is available 
to employers with 50 or more employees 
willing to participate where the face 
amount of the insurance is at least $250,- 
000. The plan may be contributory or 
non-contributory but the minimum the 
employer may pay is 25% of the cost of 
the insurance. Of those eligible, 75% must 
apply before the insurance can be issued. 
The amount of insurance an employee re- 
ceives is determined by a formula which 
considers age, salary, nature of work per- 
formed and other factors of his employ- 
ment. 

Dividends resulting from low acquisition 
costs and the actual experience of the 
group must be credited to the premium 
of the year in which declared or the fol- 
lowing year. 

Also available to employers is a plan 
established by a trust agreement. As is 
usual in the trust, contributions are in- 
vested by the trustee to add to the corpus 
of the fund. Usually only retirement bene- 
fits are provided under such a plan al- 
though others may be included. 

Annual costs of future service benefits 
can be determined by actuarial computa- 
tions. If these computations do not estab- 
lish sufficient funds to provide the benefits 
described by the plan the difference may 
be put in by the employer or the benefits 
scaled down accordingly. 

A variation of the group annuity plan 
is the deposit administration plan. The 
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difference is that no contributions are used 
at the outset to purchase deferred annyj- 
ties. Instead the money is deposited with 
an insurance company in an undivided 
account at guaranteed rates of interest, 
When an employee has reached the retire. 
ment age a single premium immediate an. 
nuity is purchased for him from the deposit 
account. This plan gives the employer the 
flexibility of a trustee non-insured plar 
and safety of principal and guaranteed 
earnings of the insured plans. 

Following are a few illustrations showing 
how the described plans may be used in 
combination: (1) A self-administered plan 
for wage-earners and individual annuity 
contracts for salaried employees; (2) A 
self-administered plan for earnings of 
$3,000 or less and individual or group an- 
nuities for earnings above $3,000; or (3) 
Self-administered to purchase ordinary 
life insurance for insurable employees and 
annuities for non-insurables, with conver- 
sion of the life policies at retirement age 
into annuities at rates guaranteed when 
the policies were first issued. Because of 
the complexities involved, few such dual 
arrangements are in effect. 

There are many types, combinations of 
plans and methods of funding available to 
employers. 

In deciding which of the various plans 
to recommend the controller must be 
aware of cost and other business considera- 
tions. These are given in the following 
sections. 


Cost Considerations 


a. Contributory or Non-Contributory 
Plan.—If the employee contributes more 
liberal benefits may result, or such contri- | 
butions may be used to lower the em- 
ployers cost. The contributions may be 
viewed as a source of savings to the em- 
ployee. Also, an awareness of the plan will 
result through deductions from the em- 
ployee’s gross pay. All employees are 
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automatically participants under the non- 
contributory plan thus easing initiation of 
the plan. Because of lower administration 
costs and easy amendment a non-con- 
tributory plan may be advantageous to the 
employer. Important to the employee is 
the fact that his pay is not lowered through 
deductions. 

b. Eligibility Requirements.—An estab- 
lished number of years of service to the 
company may be the requirement for par- 
ticipation in the plan. Another alternative 
is to provide benefits when an employee 
has reached a predetermined age. Certain 
groups might be excluded for some reason, 
for example salesmen may be excluded due 
to very high earnings or a high rate of 
employment turnover. Eligibility require- 
ments may be based on earnings. The in- 
clusion of only those earning over $3,600 
to give them additional benefits not pro- 
vided by social security illustrates this 
point. Discrimination may be avoided 
using a graduated percentage, for example 
} percent on the first $3,600 and 1 percent 
on the excess over $3,600. 

c. Retirement Age—The usual prac- 
tice is to set the retirement age at 65. 
Years worked must be considered in some 
jobs due to the physical effort required. 
Also companies hiring older men with the 
necessary experience should consider the 
years worked in establishing a fair retire- 
ment age. Unions sometimes complicate 
retirement by including in the plan a 
provision that employees may continue 
working after meeting the retirement re- 
quirements. This defeats one of the main 
purposes of pension plans, that is, the re- 
tirement of over-aged employees. 

d. Retirement Benefits—Several fac- 
tors will determine the benefits derived 
from a pension plan. Of greatest impor- 
tance is the amount of funds a company 
can provide without endangering its finan- 
cial position. Also pension plans may not 

discriminatory in favor of officers, 
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shareholders or supervisory employees in 
contrast with the other employees in- 
cluded in the plan. Negotiation with 
unions should establish how the basic 
earnings of employees will be determined, 
whether employees with an unequal num- 
ber of years worked will benefit equally, if 
the amount of benefits should be fixed, etc. 
A study of the trend of earnings and funds 
available for the pension plan will indicate 
whether or not defaults will occur. 

Several popular formulae are available 
for determining the amount of benefits to 
be paid employees. The money purchase 
plan sets aside a fixed percentage of each 
employee’s salary to furnish whatever 
pension it will buy, while the flat percent- 
age pension allows the employee a fixed 
percentage of some base salary (usually 
the average of most recent ten years). To 
allow for an employee’s length of service it 
might be feasible to reduce the fixed per- 
cent by 1% or 14% each year under an 
established number of years of employ- 
ment. Another formula allows a fixed per- 
cent of a base salary for each year of serv- 
ice. Variations of these formulae and those 
conceived by companies and unions are 
used, but to be deductible in computing 
taxes they must comply with the income 
tax code. 

e. Past Service Benefits——Some prob- 
blems raised by an allowance for past 
services are: the increased cost of the plan 
if there are many employees with con- 
siderable previous service; there may be 
many employees with high salaries; the 
impracticability of asking employees to 
contribute for past services; whether the 
benefits for past service will be based on 
employees actual earnings in the past or 
his prevailing compensation. A reduction 
in the employer’s costs can be made 
through the recognition of past employ- 
ment at a reduced percentage or limiting 
the number of years to be recognized. A 
maximum pension also places a ceiling on 
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such benefits. Employees with past serv- 
ice may accept an immediate cash raise if 
no suitable agreement is established for 
their recognition. 

f. The Employee’s Equity in the Em- 
ployer’s Contributions (Vesting).—Points 
of view regarding this factor vary from 
full equity on the installation of the plan 
to no vesting whatever. Conclusions 
reached as to when and to what extent an 
employee shall vest in the employer’s fund 
is usually determined by considering em- 
ployee’s age at the terminaticn of employ- 
ment and his years of service. Some possi- 
ble conclusions are: (1) The actual years 
of participation, over the years it is pos- 
sible to participate multiplied by the 
employer’s contribution. This allows in- 
directly for the age at the termination of 
employment and provides a rising percent- 
age of vesting with increased years of par- 
ticipation. (2) A graduated percent may 
be deemed vested as the actual years of 
service increase, for example 10 years— 
—40%, 15 years—60%,. (3) Full vesting 
may be allowed after employment for spe- 
cified number of years or after attaining a 
certain age. No partial vesting occurs 
under these provisions. 

Two facts should be kept in mind in the 
matter of vesting. First, the eventual cost 
of a pension plan will be greatly affected 
by the vesting provisions in operation. 
Secondly, funds vested in the employee are 
usually held in trust until the normal re- 
tirement age is reached even though the 
employee leaves the firm. Therefore the 
original aim of providing retirement bene- 
fits is still accomplished. 

g. Death Benefits—All an employee’s 
contributions are returned to his estate if 
he dies before retirement. In cases of death 
shortly after retirement some payment 
may be made to a beneficiary. The em- 
ployer’s contributions may be distributed, 
partially or fully, depending upon the cost. 

Some types of plans like the individual 
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annuity plan automatically provides death 
benefits whereas others like the self-ad. 
ministered plan may or may not provide 
these benefits. 

h. Other factors which should be inves. 
tigated are the payment of disability 
benefits, a provision for the termination of 
a plan, stockholders approval of the plan 
and the possible discounting for the sever- 
ance of employment. 


Business Considerations 


a. Pension Committee-——Members of 
the board of directors usually form a com- 
mittee to administer a plan. Under the 
self-administered plan this committee is 
extremely important as they must have 
the plan actuarilly valued; fix and change 
interest rates used in the actuarial compu- 
tations; work with the trustee in investing 
the funds. Other plans may only require 
this group to approve retirements, pass on 
leaves of absence, consider early retire- 
ments, etc. 

b. Trusts.—Establishment of a trust is 
compulsory when a company funds its 
pension plan. The trustee appointed or 
engaged by a firm is an independent third 
party who looks after the funds from which 
are derived the benefits paid employees. 
A trust instrument will set forth the provi- 
sions of the pension plan but in the case of 
a corporate trustee a separate pension 
plan and trust agreement will be created. 

c. Informing Employees of the Pension 
Plan—The task of informing personnel 
of the pension plan is usually handled by 
the public relations and personnel office of 
the company through booklets, press re- 
leases, employee’s meetings and announce- 
ment letters. Also in individual conferences 
with new and old employees, the existence, 
provisions and advantages of the plan will 
be brought to light. The long-run nature of 
these plans necessitates frequent reminders 
to the employees as to the existence of the 
plan. 
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The Controller and Pension Plans 


Tox Aspects 


The Internal Revenue Code states in 
Section 165(a) that a pension plan must be 
for the exclusive benefit of the employee 
to quality for approval of tax deductions. 
Also the sole purpose of the plan must be 
to offer income to employees after retire- 
ment. Permanence, writing and communi- 
cation to the company’s employees are 
further qualifications. Plans requiring a 
trust must comply with still more stand- 
ards. A trust must be valid and existing 
under local law and the corpus or the in- 
come of the trust must only be used for the 
benefits to employees or beneficiaries. 
Contributions to the trust must be for the 
purpose of accumulating funds for distri- 
bution under a qualified plan. 

Section 23(p) of the I.R.C. governs de- 
ductions under any plan of contributions or 
compensation having the effect of a pen- 
sion plan whether or not the employee’s 
rights to the contribution are non-forfeit- 
able. This statute further stipulates that 
certain factors which affect the cost of the 
plan must be acceptable to the Bureau of 
Internal Revenue. Examples of these are 
the turnover of labor, investment returns 
and interest, mortality, changes in com- 
pensation, etc. 

Taxes of lesser import which should be 
considered are the state unemployment 
taxes, federal estate taxes, federal gift 
taxes, federal social security taxes and 
other miscellaneous taxes. 


Legal Aspects 


The controller’s familiarity with the In- 
ternal Revenue Code and state tax laws 
(Section III, C) will provide him with 
a knowledge of several of the statutes con- 
cemed with pension plans. Acquaintance 
with the laws under which the corporation 
Was organized, securities acts, state trust 
laws, state blue sky laws and wage and 
hour laws will further aid the controller 
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in giving an accurate report to manage- 
ment. 

However lawyers specializing in pension 
plan law would be an essential investment 
to insure the legality of the plan. 


ADVANTAGES AND OBJECTIONS 


Having considered the main criteria a 
controller must finally look at the advan- 
tages and objections of old age benefits 
from the employee’s as well as the com- 
pany’s point of view. If after weighing the 
facts carefully, there is no advantage to 
the employee or the employer, then a pen- 
sion plan will serve no purpose. 


An Employer's Point of View 


Superannuated employees are elim- 
inated resulting in economies of operation 
and accomplishing the main purpose of a 
pension plan. Also the labor turnover is 
decreased, while efficiency may be in- 
creased through the employee’s reduced 
financial worry. Exponents of these plans 
also say that a social obligation of the em- 
ployer is discharged by providing retire- 
ment benefits. Public and employee good 
will can be created except where plans fail. 
Probably the strongest argument for 
these plans is the tax benefit realized by 
the employer through deductions from 
revenue. 

A discussion of the main objections to 
pension plans shows how many of them 
can be refuted. For example the small 
employer may ask of what benefit a plan 
would be to him. On investigation he will 
find it will help him compete with larger 
corporations in the labor market and re- 
duce his labor turnover costs. A definite 
plan will also allow him to set aside his 
fund for pension liabilities at a slow steady 
rate. Other employers will ponder their 
ability to meet future payments. A com- 
prehensive study of the company’s earn- 
ings trend, cash flow, working capital, etc. 
will indicate whether an employer will be 
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able to meet this additional burden. 
Changing taxes need not bother employers 
if their plan is set up conservatively. Also, 
with unions and other influential groups 
favoring these plans unfavorable tax 
changes are exceedingly unlikely. 

On the other hand real problems may 
arise in accounting for these plans in in- 
dustry, because prices are distorted through 
the improper loading of the costs of the 
pension plan. Whether pension costs 
should be accrued as the services are ren- 
dered or realized when they are actually 
funded poses a further problem of income 
determination. Lastly, a strong pressure 
may be placed on the interest rate if all 
trustees attempt to invest in high grade 
securities. 


An Employee's Point of View 

Possibly the greatest advantage is that 
the employee’s total income will be taxed 
in a lesser amount, because that portion 
of his income which is deferred because 
of the plan is taxable only when received 
and at a lower rate. Any employee’s con- 
tributions returned to him in a single year 
due to severance of employment are tax- 
able as a long-term capital gain, thus re- 
sulting in a definite tax saving. The fear 
of fuller partial dependence in old age will 
be dispelled through an awaiting standard 
of living that will encourage retirement. 
Also in a contributory plan and under 
some vesting provisions an employee ac- 


cumulates a fund he can rely on should his 
employment be terminated. When death 
benefits are provided they may solve the 
financial burdens of an employee’s family 
by increasing his estate. The most fre- 
quent objection to contributory plans is 
the increased deduction from an em- 
ployee’s gross pay. In the face of the pre- 
ceding tax and social advantages this argu- 
ment loses its merit. 


THE REPORT TO MANAGEMENT 


The controller having considered the 
factors in the preceding sections will 
now be ready to report to the board of 
directors. Such a report should first 
illustrate all the plans he found inade- 
quate in his survey of the company and 
its ability to install a system of old age 
benefits. Following this the plan recom- 
mended by the controller should be 
fully explained with an analysis of the 
costs, and benefits to be derived. Also ade- 
quate answers to anticipated questions 
should be previously prepared by the con- 
troller to help management understand the 
plan. The controller through this report 
will influence the board of directors in 
their decision to adopt or reject a pension 
plan. Therefore it is imperative that his 
reasoning and analysis be clear, concise, 
accurate, and fully understood by the 
board. This is one more example of the 
great importance of the controller in rela- 
tion to business and its decisions. 
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WHERE ARE YOU GOING, CPAP 


THOMAS W. BYRNES 
Associate Professor Emeritus, Columbia University 


ERGERS give the concept of big 
M business. The combining of ac- 

counting firms of moderate size 
with others to become a nationally known 
organization can lead certified public 
accountants away from professional status. 
In some cases the action may be taken to 
retain clients. For example, on the desk 
of this narrator there is a corporation re- 
pert which in part states ‘““The change of 
auditors was due to the fact that expanding 
operations made it advisable for the cor- 
poration to engage an auditing organization 
of international scope.’”’ In other situations 
there is the thought that a widely known 
firm name will add prestige—and probably 
clients. 

In the mind of the layman, the practi- 
tioner of a profession is one who gives 
personal attention to the intimate affairs 
of a client or a patient, and although some 
actual service may, as in the case of public 
accountants, be delegated to staff assist- 
ants, yet the client of the smaller firm is 
acquainted with, and feels he has the 
personal interest of, one of the principals. 
It may be said that the same relationship 
can be continued under the new firm name, 
and it is true there are clients who may 
like the idea of the larger organization, 
but there are a great many persons who do 
not desire information concerning their 
private affairs to be in the files of a wide- 
spread copartnership. 

_ The question of whether public account- 
Ing is a profession or a business is not new. 
At a recent luncheon gathering of a dozen 
or so CPAs, the matter of clientele growth 
was among the subjects discussed, and it 
Was interesting to note the different 


opinions. Two schools of thought were 
represented: plainly stated, the views 
were those of business men versus pro- 
fessional men. The former inclined to the 
belief that the chief duty of partners is to 
circulate, make social contacts, publicize 
their firm, and through the force of their 
personalities and extra-curricular activi- 
ties bring in accounts. In other words 
they are salesmen, and remote supervisory 
control seems to be the extent of their 
service to those who engage them. The 
other, and smaller group, adopted the 
professional attitude of giving personal 
attention to the client’s problems; these 
folks are confident that new accounts will 
develop through outstanding individual 
service and while progress toward ultimate 
retirement with security may be slow, the 
results will be in keeping with professional 
dignity and very satisfactory to all con- 
cerned. 

Public accounting has come a long way 
in the past fifty years and enjoys a well 
earned high place in the public esteem, but 
if big business with all that description 
connotes, is the aim of many of its practi- 
tioners, then all pretense to professional 
rating should be dropped. Merely to state 
that a vocation is a profession does not 
make it such. Actions speak louder than 
words. 

The foregoing lines are not to be con- 
strued as criticism. They are intended to 
focus attention on what has been happen- 
ing too frequently of late to be ignored in 
its disturbing effect on public thinking, 
hence it would appear to be an opportune 
moment to pose the query: Quo Vadis, 
CPA? 


ASPECTS OF NATIONAL INCOME 


THE 1952 REPORT OF THE COMMITTEE 
ON NATIONAL INCOME 


E. L. Konter, Chairman 


HE FOLLOWING PAPERS bring to- 

gether recent studies by members of 

the Association’s Committee on Na- 
tional Income. Members of the Committee 
have been engaged on independent proj- 
ects of their own choosing and their find- 
ings have for the most part been reviewed 
by the Committee at its several meetings. 
This does not mean, however, that the 
ideas of each Committee member have 
been conformed to a common pattern. Far 
from it. It has been the judgment of Com- 
mittee members that the Committee’s ac- 


tivities should continue for some time to 
come to assume the form of individual 
explorations within the field, and that the 
particular topics chosen for investigation 
and report should at this stage reflect 
both the individual’s background and his 
immediate field of interest. 

Each member of the Committee ex- 
presses the hope that his paper will be re- 
garded as work in progress and that his 
analysis and suggestions may aid future 
Committees in charting their programs. 


THE CLASSIFICATION OF SECTORS IN THE SOCIAL ACCOUNTS 


MARGOLIS 
Stanford University 


HE SOCIAL ACCOUNTS are similar to 

every accounting system in that 

their main purpose is the systematic 
organization of information. The optimum 
design of the accounts should be deter- 
mined by the uses to be made of the in- 
formation and the nature of the real world 
from which the information must be ex- 
tracted. The set of accounts which are 
finally adopted therefore will be usually a 
compromised structure. 

The accounts may have many purposes. 
The different uses may require quite dif- 
ferently organized accounts. The inability 
to portray the complexity of the real world 
in a few summary numbers may force the 
accountant to forego a set of accounts 
which conforms to the conceptual scheme 
initially devised and instead make only 
approximations. Both of these difficulties 


are present in the social accounts and 
seriously affect the usefulness of the ac- 
counts. 

I 


The entire field of social accounting has 
shifted tremendously in the years since 
the pioneering estimates of the National 
Bureau of Economic Research in the first 
decade of this century. From an initial 
interest in estimating the national income 
which was an index of the condition of the 
economic system, the social accountants 
have shifted their attention to the am- 
bitious task of describing in detail the | 
structure of the economy. By “structure 
of the economy” what is meant is the pat 
terns of interrelationships which exist 
among the many economic entities. This, 
of course, can only be accomplished by 
heroic simplification. “Similar” economi¢ 
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National Income 


ynits are combined to form sectors, and 
“similar” activities are aggregated to be 
listed as one summary transaction. 

The social accounts are consolidated by 
sectors. In a consolidated set of accounts 
the transactions between the constituent 
units are cancelled out, i.e a sale from 
unit x to y results in a receipt and ex- 
penditure of equal amount and the alge- 
braic sum therefore equals zero. Since the 
transactions among the units gathered to- 
gether in one account are lost, and since 
the number of sectors and the composition 
of membership within a sector are crucial 
for analysts using the accounts, we will 
devote this section of the report to a dis- 
cussion of the sectors used in the national- 
income accounts and the transactions 
which they summarize. 

The social accountant has many criteria 
which he can use in deciding the number 
and composition of the sectors. One general 
rule must be observed in that the units 
which are combined into one sector must 
be homogeneous in regard to the uses 
which will be made of the sector account. 
This rule is almost immediately trans- 
gressed by the pressures on the social ac- 
countant to make his accounts serve many 
different uses. The structure of the current 
accounts was originally developed with 
one set of purposes in mind—the estima- 
tion of the national product. This means 
that for sectors and transactions the main 
distinction was between producers, con- 
sumers, and capital accumulators. As a 
consequence of this purpose and the de- 
rived criteria for classifications, some 
transactions were ignored while others were 
re-evaluated. The activities of traditionally 
defined economic units were separated and 
assigned to several sectors and dissimilar 
economic entities were combined into one 
sector because of their homogeneity in re- 
gard to national-income measurement. The 
purposes for which the abstracted account- 
ing system were to be used have broad- 
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ened, and, though there have been some 
changes in the accounts, the original mo- 
tivation still dominates. As a result, the 
accounts misrepresent the world to those 
who wish to use them for these additional 
purposes. 

At least three major objectives of a 
social accounting system are implicit in 
the uses being made of the national in- 
come accounts, and each of these objec- 
tives may require a different set of ac- 
counts. 

The most common uses of the accounts 
are those closely related to the original 
purpose of national-income measurements 
—evaluative. The accounts, like the 
private balance sheet and income state- 
ment, are referred to as summary state- 
ments of the “state of the economy” in 
order to evaluate the rate of progress, the 
distribution of the social income, and so 
forth. These summary statements are im- 
portant as a basis for stating the objectives 
of policy, providing a framework, for dis- 
cussions about policy, and evaluating the 
results. The current trend of social account- 
ing is away from improving those summary 
evaluative statements though the major 
rationale of the accounts now in use stem 
from this objective. 

The forecaster and activities analyst is 
most interested in a set of accounts which 
enable him to analyze the motivations of 
behavior and thereby to predict behavior. 
To serve this purpose well the accounts 
should be sufficient in number and in 
homogeneity to make possible the explana- 
tion of decisions; if the accounts are too 
few or too heterogeneous they are useless 
for purposes of planning or analysis. The 
relevant decisions are those made by 
households and firms as they respond to 
changes in the structure of the economy 
and acts of the government in initiating 
policies. Therefore the transactions in- 
cluded should be those which motivate 
behavior. 
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A third major use, programming, is 
more concerned with the consequences of 
behavior and the potential to control that 
behavior, rather than motives. For in- 
stance, the input-output table of W. Leon- 
tief assumes a fixed rule of behavior for 
all units and classifies sectors and trans- 
actions so as to maximize the information 
about the impact on industrial production 
of a change in the final bill of goods de- 
manded by the government and house- 
holds. Another accounting structure could 
be designed so as to locate the stocks and 
flows of funds with varying degrees of in- 
flationary potential and control (Morris 
Copeland’s money flows tables). 

If the first objective dominates the ac- 
counting system, sectors and transactions 
are defined in terms of their contributions 
to the analysis of the net national product. 
In the second case a far greater number of 
sectors and transactions would be needed, 
and they would be estimated quite dif- 
ferently. For instance, imputations may be 
ignored, and an unincorporated business- 
household sector may be needed. In the 
third case the classification of sectors and 
the selection of appropriate transactions 
might be a function of the technological 
relationships implicit in the structure of 
the economy (a commodity analysis em- 
phasizing inputs and outputs) or the finan- 
cial structure of the economy (an industry 
analysis highlighting assets and liabilities 
positions). 

The remainder of this section will be de- 
voted to a discussion of the sector and 
transactions classification of the National 
Income Accounts of the Department of 
Commerce. Our procedure will be to re- 
view briefly the rationale of the national- 
product measurements, then see how they 
developed into an accounting system to be 
used as a description of economic activity 
and finally to comment on some of the in- 
adequacies of the current accounts for the 
uses to which they are being put. 
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II 


The initial motivation to estimate the 
net national product was the desire to 
provide a summary index of the condition 
of the economic system; to indicate move- 
ments in welfare and productivity in the 
nation. To do this, the analyst created a 
concept of net national product. The term 
“net” signifies that national income or 
national product is estimated after some 
incomes or products have been deducted. 
The criteria by which to determine which 
types of income or production are to be 
treated as though they do not add to the 
sum of satisfactions or production have 
been the most debated issues in the field of 
national income, and they still remain un- 
settled. 

Among the classical economists, Ricardo 
defined net income as the net of the neces- 
sary consumption of laborers. This defi- 
nition was well suited for an analysis of a 
nation’s power—its ability to tax, to raise 
a large army and to provide savings for 
capital formation for the food, clothing, 
and shelter of the laborers are necessary 
expenses in maintaining a level of produc- 
tion. But the contemporary theorist has an 
orientation very different from Ricardo’s. 
Economic activity, the present-day theo- 
rist believes, has the function of satisfying 
the present and future wants of the indi- 
viduals who constitute the community. 
These wants and the goods and services 
used to satisfy them are not further ana- 
lyzed, but are assumed to be the desired 
objectives of economic activity. (Some 
wants which require illegal production like 
gambling are not included, as well as the 
many wants which are satisfied outside the 
market, i.e. housewife’s services, home 
gardens, and so forth.) Therefore to meas- 
ure the achievement of the economy the 
contemporary concept of the national 
product includes all goods and services re- 
ceived by ultimate consumers (the house- 
holds and their agents) as well as all in- 
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creases in capital which can be considered 
as production available for consumption 
which has been postponed. 

The three key concepts became there- 
fore, production, consumption and invest- 
ment. (A fourth concept which appears 
more frequently than the preceding three is 
income, but income is defined as identical 
with production and both are equal to the 
sum of consumption plus investment.) The 
three concepts are all activities. As such 
they involve a person or group who must 
undertake them, decide when they should 
be undertaken, lay claim to the fruits of 
the activities, and a set of commodities 
which must be acted upon. The estimators 
of the national product were most inter- 
ested in the last aspect of the activities— 
the volume of commodities produced. 
Their main concern was therefore with the 
separation of the heterogeneous mass of 
values produced into intermediate and 
final products, where the final products 
were defined as the flow of goods and serv- 
ices satisfying the wants of households. 

The implication of this functional classi- 
fication of economic activity was the de- 
velopment of three sectors which were 
their counterparts. The assignment of the 
individual economic unit would depend on 
which of these functions it performed. 
Since the function was more important 
than an analysis of the economic unit it 
was possible that an individual might find 
different parts of his activities reported in 
all three of the sectors. For instance the 
income of an accountant from his clients 
would be income originating in the pro- 
ductive sector; his household expenses 
would be included in the consumption 
sector; if he owned his house its imputed 
depreciation would appear in the capital 
sector; its imputed income would appear 
as originating in the productive sector and 
an imputed expenditure for housing serv- 
ices would appear in the consumption sec- 
tor. A clue to the sectors and transactions 
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of the accounts of the Department of Com- 
merce therefore lies in the early preoccupa- 
tion with the desire to estimate the net 
national product. 

Though the above brief statement of the 
definition of national income has been 
widely accepted, the debates which still 
persist among the computers indicate that 
the seeming unanimity exists only at a 
symbolic level and is dissipated once op- 
erational statements are substituted for the 
vague definitions. For instance, though 
everyone assents to the decision to exclude 
intermediate production (the production of 
goods and services which are purchased by 
other producers) this agreement does not 
extend to actual statistics, i.e., government 
production used by business, expenses of 
persons preparing themselves for and re- 
taining a job, expenses of business which 
supply amenities for the workers. The de- 
termination of production as final or inter- 
mediate is difficult and actually has been 
done on empirical rather than conceptual 
grounds. A reliance on a traditional defini- 
tion of income—the maximum amount 
which could be consumed while maintain- 
ing capital intact—as the basis for an 
evaluation of the national product pro- 
vides little assistance since we are only 
thrown back onto the necessity of finding 
a definition for consumption and for capi- 
tal maintenance. 

An illustration of the conceptual difficul- 
ties in deciding what is income, production, 
consumption, and investment can be seen 
in the contrast between a farmer and a 
professional. The farmer purchases many 
goods and services in the course of the 
year. All the goods he purchases are con- 
sidered traditionally as intermediate pro- 
duction and therefore do not enter into 
the national product. The use of the goods 
and their physical destruction is not con- 
sidered as consumption. But a professional 
would be handled quite differently. If an 
accountant attended evening school to im- 
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prove his competency, or if a teacher went 
to summer school to earn an advanced de- 
gree, these expenditures would be con- 
sidered as consumption. The national- 
income computer would not expense these 
educational costs as cost of doing profes- 
sional business, but would instead claim 
that the total receipts of the accountant or 
teacher are part of the national product. 
In other words long-term investment in 
labor through education or short-term 
investment in labor via food and shelter 
are not considered as part of the price of 
doing business. 

Though the literature of social account- 
ing is replete with the problem of what is 
income, etc., in actual practice the gov- 
ernment bureaus gathering the data and 
making up the accounts compromise be- 
tween a puristic adherence to an economic 
definition of the net national product and 
an acceptance of certain conventions in 
making up the social accounts. Instead of 
a functional definition of net national 
product associated with the slippery con- 
cepts of production, consumption, and in- 
vestment, the practitioners have shifted to 
a summation of certain transactions—the 
purchases of goods and services by con- 
sumers and government, net private do- 
mestic investment, and net foreign in- 
vestment. 

This transformation in the national in- 
come concept is important to the later 
development of the national-income ac- 
counts. The identification of the func- 
tions of consumption, production, and 
capital formation, with the behavior of 
economic groups permitted the later de- 
velopment of sector accounts which 
claimed to describe the transactions activi- 
ties of the sector. But the influence of the 
early interest in the measurement of the 
net national product persisted in the new 
set of social accounts. The transformation 
to a set of social accounts which were to 
depict the structure of the economy was 
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incomplete because the desire to measure 
the elusive national income has often re. 
sulted in adjustments to consumers ex. 
penditures and the sums of values pro- 
duced in the economy so that these 
aggregates ceased to be useful in analyzing 
the behavior of groups. The transforma- 
tion was insufficient because many of the 
most important transactions of sectors 
were ignored since they were irrelevant to 
national-income measurements and many 
heterogeneous activities were fused into a 
common sector since the only feature of 
interest to the national-income computer 
was the contribution of the sector to the 
volume of production, consumption, or 
capital formation rather than the facilita- 
tion of an understanding of the behavior 
of the component entities. 

The nature and significance of the influ- 
ence of the objective of measuring the net 
national product on the design of the na- 
tional-income accounts is illustrated in the 
following paragraphs by a discussion of 
one type of transaction, housing services 
received by families occupying homes they 
own. 

Not all transactions are subject to mar- 
ket evaluations. Though the national- 
income computers generally restrict them- 
selves to market transactions, in some 
instances, where an assessment of a non- 
market productive activity was possible 
and the nonmarket activity was very sim- 
ilar to a market activity, a value wasim- 
puted to the transaction. The process of 
imputing an income and expenditure to 
owners of owner-occupied homes is as 
follows: In the business sector gross 
revenue is increased by the amount of the 
imputed gross rental expenditures of con- 
sumers. Depreciation is charged against 
this revenue and the balance is imputed to 
personal income in the form of rental in- 
come of persons. The final result is a rise 
in consumers expenditures, a smaller in- 
crease in national income, and conse 
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quently, a drop in personal savings. In 
addition to these imputed transactions the 
property taxes paid by owners of owner- 
occupied homes should be included. They, 
like depreciation, are charged against gross 
rental expenditures of consumers in the 
determination of the net rental income of 
persons and are classified as indirect busi- 
ness taxes. 

The example of this procedure shows 
what happens when data are reported for 
purposes of national-income analysis. The 
household sector was not described in 
terms of its activity in the market; in- 
stead it was described as a sector engaged 
in consumption—the satisfaction of wants 
by the use of durable goods. The house- 
holder, as an owner of capital, became an 
entrepreneur capable of investment, and 
in this case, disinvestment, and the taxes 
paid are classified as business taxes. 


The sectors and transactions of the De- 
partment of Commerce are an elaboration 
of the model described in the preceding 
section with several interesting changes to 
conform to the additional uses made of 
the accounts. Instead of the three basic 
accounts, the Department of Commerce 
has six accounts. Four of them summarize 
the current activities of the sectors: busi- 
ness, persons, government and the rest of 
the world, while a fifth combines the savings 
and investment activities of the sectors. 
These five accounts are related to a sixth 
which provides the totals of national in- 
come and national product. 

The rationale of the classifications of 
the sector is that they are the major sec- 
tors of the economy and the behavior and 
motivation of these four sectors is suf- 
ficiently different to warrant separate pres- 
entation of data. A major change from the 
accounts implicit in the national-product 
Measurements is the government account. 
Because government both produces 
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services which facilitate the business sector 
and therefore should be classified as inter- 
mediate products and produces for the 
direct welfare of consumers which would be 
considered as final products, its activities 
must be treated under these separate sec- 
tors for purposes of national-product meas- 
urement. So far, however, theorists have 
not found operational criteria for making 
this allocation. The solution of the De- 
partment of Commerce is to abandon this 
effort altogether. Instead it has relied on 
two arguments to justify the development 
of an independent sector for all govern- 
ment activities. (As we shall point out in 
section IV the influence of the earlier 
national-income criteria for sector classi- 
fications has not been completely over- 
come and some of government activities do 
crop up elsewhere.) The first justification 
for a separate government sector has been 
mentioned above: that the motivations of 
the governments and its institutional char- 
acteristics are greatly different from those 
of persons and businesses and therefore re- 
quires separate treatment. The second 
reason involves a reliance on a new set of 
arguments which the Department of Com- 
merce has developed as a basis for its 
estimates of the national product. 

Instead of attempting to evaluate the 
flow of production in terms of the welfare 
of the individuals composing the society 
they have adopted a conventional rule of 
thumb which will give an estimate of “un- 
duplicated production” and which at the 
same time they believe would estimate the 
changes in the standard of living. The 
national product, which is the sum of final 
products, is defined as those goods and 
services which are not resold and therefore 
do not enter into the price of other goods. 
This criterion would obviously mean that 
the overwhelming bulk of consumers ex- 
penditures would be considered as final 
products. (Will the growth of cost-of- 
living clauses in wage contracts alter 
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Commerce’s decision?) This criterion 
would similarly result in the inclusion of 
the great bulk of government expenditures 
as part of the national product, even where 
the government provides services to busi- 
ness. For instance, the Department of 
Agriculture maintains a large staff and dis- 
tributes a great deal of literature to 
farmers to increase their productivity. 
These goods and services are distributed 
without charge and therefore are not in- 
cluded as costs in the prices of agricultural 
products. If the farmers had bought these 
services from private research organiza- 
tions, the prices of agricultural products, 
reflecting these additional costs, would 
have been higher and the inclusion of the 
value of the final agricultural products and 
the value of the researchers’ services as 
final products would have been double 
counting. But since the costs of the govern- 
ment services to agricultural producers do 
not enter into the price of the agricultural 
products, the decision to count the value 
of the agricultural products and the value 
of the government services to farmers as 
final products does not involve double 
counting. 

A result of this shift in criteria for the 
national product is that the sectors more 
closely approximate distinct institutional 
groups. The emphasis has shifted from the 
commodity itself to the type of buyers and 
sellers. This new emphasis results in a 
structure of accounts which more closely 
approximates the accounts needed to de- 
scribe the structure of the economy. Not- 
withstanding the shift in the major cri- 
terion for the national product and there- 
fore sector and transactions classification, 
the new criterion is not consistently ap- 
plied. There are many cases where other 
criteria are used and of possibly more sig- 
nificance the criterion is inadequate as the 
basis of a set of accounts to be used for the 
ambitious task of permitting the explora-: 
tion of the structure of economic activity. 


There have been significant changes as a 
result of the desire to analyze the deter. 
minants of economic activity. For in- 
stance, a major preoccupation of econo- 
mists for the past two decades has been 
the forecasting of the volume of consumers 
expenditures. National income is an in- 
efficient variable to use to predict con- 
sumers’ behavior since it includes items of 
income which never reach persons (ie, 
undistributed corporate profits) and it ex- 
cludes some “income” receipts of persons 
which are not considered productive in- 
come (i.e. gifts, relief, government inter- 
est). Personal income, which more ac- 
curately approximates the flow of re- 
sources available to households, has been 
added to the set of concepts measured in 
the personal sector. Similar expansions 
(i.e. gross national product, income orig- 
inating, disposable income) have appeared 
in the accounts to make them more useful 
to portray the structure of economic ac- 
tivity. 

Rather than go into a more detailed 
description of the Department of Com- 
merce’s accounts (a full explanation is 
available in its reports) we will discuss 
some of the anomalies which appear and 
which must be considered when the ac- 
counts are used. 


IV 


In this section we shall discuss the three 
major sector accounts: personal, business, 
and government, with emphasis on the 
personal. The rest of the world and the 
savings-investment accounts will be com- 
mented on in passing. 

The personal account: This sector, be- 
lieing its name, is not personal, in the 
sense of being nongovernmental and non- 
business, or in the sense of summarizing 
the activities of households. It includes the 
activities of various nonprofit institutions: 
or private trust funds, private pension and 
welfare funds and such nonprofit institu- 
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tions as labor organizations, schools, 
hospitals, social and athletic clubs, and 
religious organizations. Of more signifi- 
cance in respect to the usefulness of the 
sector for behavior analysis is its inclusion 
of many purely business functions of un- 
incorporated businesses and farmers and 
the exclusion of some purely family activi- 
ties as part of housing expenditures. The 
magnitudes of personal savings estimated 
in the national-income accounts, which is a 
key concept frequently used in analyzing 
economic activity, is therefore seriously 
afiected by the decision of businessmen to 
build up inventories, maintain liquid posi- 
tions and so forth, since the business sav- 
ings of unincorporated businessmen and 
farmers are included in personal savings. 

Personal savings are also affected by the 
treatment of imputed items. The national 
product primarily measures the goods pro- 
duced in the market process, but in some 
cases where a reasonable estimate of the 
value of nonmarket production could be 
made and its exclusion would seriously 
afiect the intertemporal and interspatial 
comparability of the national product in- 
dices attempts are made at placing a value 
on the nonmarket production. An il- 
lustration of such an imputation is the 
treatment of production of the services of 
owner-occupied homes. In the business sec- 
tor gross revenue is increased by the 
amount of the imputed gross rental ex- 
penditures of consumers. Depreciation is 
charged against this revenue and the bal- 
ance is imputed to personal income in the 
form of rental income of persons. The 
final result for the personal sector is a rise 
in consumers’ expenditures, a smaller in- 
crease in personal income, and conse- 
quently a drop in personal savings. 

Some transactions of significance for 
activities analysis are ignored in the sector 
accounts because they are not pertinent 
to the measurement of the national prod- 
uct. A glaring example of these are the 
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sales of assets. These sales not only affect 
the liquidity positions of the economic 
units, but the capital gains and losses may 
seriously encourage or inhibit economic 
activity. But since nothing has been 
“produced” when an individual sells an 
asset produced in an earlier period at a 
price higher than its cost to him the na- 
tional-income computer has ignored the 
capital gains or losses as a transaction. 
Some transactions are included in the sec- 
tors solely as an offsetting device. For in- 
stance if a cash gift is sent abroad, it enters 
the national product as a negative item 
in net foreign investment, but this is offset 
by an equal increase in consumers ex- 
penditures. In recent years these gifts, 
especially government grants abroad, have 
been very important. 

The business sector: The most serious 
deficiency of this sector is the excessive 
aggregation and canceling out. We only 
have estimates of sales of final products. 
Sales of existing assets and sales of inter- 
mediate products are ignored, since neither 
are final products and would cancel out 
anyway in a consolidated statement. Con- 
solidation also leads to losses in informa- 
tion in knowing only movements in the 
differences between total profits and total 
losses. Only the net figures are reported. 
Though information is presented on the 
volume of capital formation, the flow of 
investment funds cannot be traced in the 
national-income accounts since there are 
no estimates of cash, credit or capital 
stock issues. Any analysis of the economy 
which would probe into the structure of 
the business sector would find that it 
must seek supplementary data with all the 
attendant statistical difficulties of making 
it comparable. The sector does not include 
some of the business activities of unin- 
corporated businessmen and farmers, while 
it does include some household activities 
of homeowners and some transactions of 
government enterprises. 
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The government sector: Though one of 
the reasons underlying the construction of 
a separate government account is the im- 
portant institutional characteristic which 
differentiates governments from other eco- 
nomic units, some government activities 
appear elsewhere. Government enterprises 
are consolidated into the business sector. 
The reason for this treatment is that since 
government enterprises sell their products 
for a price, their current expenses should 
be treated as intermediate production 
rather than as final product. Though this 
is meaningful from the point of view of 
estimating the volume of net national 
product, it creates confusion in the alloca- 
tion of the activities of government 
enterprises among the sectors. The 
purchases of commodities of government 
enterprises cancel out as intermediate 
business production; the wages they pay 
appear as income originating in the busi- 
ness sector; their profits or losses appear 
in subsidies in both the business and gov- 
ernment sectors; their capital formation 


appears as part of general government 
purchases. 

What is most deficient with the social 
accounts is not their misallocations of units 
by sectors, but instead the incompleteness 
of the information that is provided. No 
elements of the balance sheet are reported. 
The bulk of the statistics are “netted” out. 
The sectors are too all inclusive for much of 
economic analysis. There are no breaks by 
size of economic units, occupation, bal- 
ance-sheet positions or the many other 
categories of interest to the analysts. The 
Department of Commerce cannot be 
charged with causing all these deficiencies 
since in many of the cases the data to 
make the additional estimates are not 
available. But wherever the blame lies— 
the social accounts remain inadequate. 

What is needed is a restatement of the 
purposes of the accounting system, an 
evaluation of necessary information and 
finally the design of a statistical reporting 
system which will provide the information 
to estimate the social accounts. 


USE OF ACCOUNTING DATA IN NATIONAL- 
INCOME ESTIMATION 


Cart L. NELSON 
University of Minnesota 


CCOUNTANTS have long been ac- 
A customed to the multiple use of ac- 
counting data presented in the 
annual statements issued by American 
business firms. These statements were 
originally prepared primarily for the man- 
agement, and secondarily for the banker. 
They have been used, however, by other 
short-term creditors, by stockholders out- 
side of the management group, by bond- 
holders, by prospective stockholders and 
bondholders, as well as the general public. 
The accountant has long realized the 
problems raised by this multiple use of ac- 
counting data because the information 


needed by one group may be different than 
that needed by a second. Even worse, the 
needs of a particular group may be met 
by the use of a particular accounting 
method, whereas the use of this method 
may fail to give essential information to 
other groups, or, even worse, may mislead 
them. As a result of these confusing situa- 
tions, some accountants have favored the 
use of single-purpose statements. 
Accountants must now realize that the 
results of their efforts are used for pur- 
poses that may be entirely foreign to the 
internal affairs of the particular business 
organization. Most widespread of these at 
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the present time is the combination of the 
accounting figures reported by each of the 
firms in the United States in the national- 
income estimates by the Department of 
Commerce. This work has been done by 
statisticians and economists rather than 
by accountants, but the accounting pro- 
fession should be grateful to the intelligent 
way that these groups have used the 
product of accounting. This is not to mean, 
of course, that these individuals have 
taken accounting figures and have merely 
used them without adjustment and with- 
out supplement; but, nevertheless, many 
of the basic items in the national-income 
total were originally contributed by ac- 
countants. 

Wages and salaries constituted 62% of 
the national income in 1950 ($146 billion 
compared with national income of $239 
billion). Quarterly reports required by the 
Old Age and Survivors’ Insurance pro- 
gram, the State Unemployment Insurance 
programs, and tue Railroad Retirement 
Act provide information for about 79% 
of the total. To this extent, amounts 
paid to employees are the direct result of 
the activities of accountants. Federal- 
government wages and salaries (8 per cent 
of the total) are made up of amounts paid, 
taken from accounting records, and food 
and clothing, estimated from cost account- 
ing records of the armed forces. Other por- 
tions (state and local government and 
private-hospital payroll) are estimated on 
the basis of surveys which used the ac- 
counting data of respondents. In other 
cases (farm and household wages), ac- 
couatants probably had little to do with 
the data collection process. 

Although less important in terms of dol- 
lar amount, the corporate-profit figure is 
perhaps of greater importance to account- 
ants because of the effect of accounting 
conventions and regulations of the Bureau 
of Internal Revenue. The profit figure 
Shown on the income-tax returns fre- 
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quently does not agree with the amount 
which the typical accountant would con- 
sider as being the profit for the year, but 
as was indicated by Smith and Butter’s 
Taxable and Business Income (National 
Bureau of Economic Research, 1949), the 
difference between these two amounts on 
a national basis is of a low order of mag- 
nitude. The aggregate profit figure re- 
ported by the Bureau of Internal Revenue 
is adjusted by the National Income Divi- 
sion to exclude depletion, gains and losses 
on sales of assets, and dividends received. 
The exclusion of the last item is perhaps 
the easiest to justify because to include 
income when it is earned by one corpora- 
tion and then to include it when a second 
corporation owning stock in the first re- 
ceives a dividend would, of course, result 
in double counting. Gains and losses on 
the sales of property are excluded on 
the grounds that the national-income 
figures are designed to indicate the 
amount of income produced during the 
year rather than income which might 
be earned as a result of changes in the 
price level or in supply-and-demand func- 
tions. There is no general agreement as 
to the reason for excluding depletion. 
Some would argue that depletion should be 
excluded on the grounds that natural re- 
sources are a free gift received by society. 
Hence, for society at large, there is no cost 
in their use. Others would argue that deple- 
tion should be deducted, but that its 
amount is exceedingly difficult to estimate 
inasmuch as reliance would have to be 
made on data other than that available 
from income-tax returns. The very wide 
use of percentage depletion as provided 
for in the Internal Revenue Code intro- 
duces a factor in the tax return which 
should have no effect on the profits of an 
individual business as computed for either 
enterprise accounting purposes or for na- 
tional-income-accounting purposes. 

To the adjusted amount is added state 
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income taxes and the estimated additional 
profits disclosed by Bureau audits of the 
tax returns. These and other adjustments 
change the total by only 2 per cent. This 
is basically an accounting derived figure. 

Income-tax tabulations are not available 
for more than two years after the year in 
which the income is earned. To keep 
national-income figures up to date, es- 
timates are made by using changes in cor- 
porate profits as revealed by data col- 
lected by the Federal Trade Commission, 
the Securities and Exchange Commission, 
Federal agencies regulating utilities and 
transportation companies and by various 
private sources. These are all obtained 
from accounting data reported by indi- 
vidual firms. 

The corporate profit figure (amounting 
to $51 billion in 1950) is divided into three 
parts: profits taxes (derived from tax re- 
turns plus estimates of additional tax to 
be obtained by audits), dividends, and 
retained earnings. Dividends paid are also 
obtained from tax-return tabulations de- 
creased by dividends received by corpora- 
tion (to avoid double counting). 

Changes in inventories affect accounting 
profit and are also used as a factor deter- 
mining the national income. Accountants 
are well aware that the valuation of inven- 
tories is one of the most important factors 
in determining the amount of net income 
for many industrial and commercial firms. 
The compilers of national income have 
been equally conscious of the effect of in- 
ventory valuations on the national income. 
Conceptually they have attempted to 
“match current cost with current income.” 
Under conditions of rising inventories the 
LIFO method accomplishes this result and 
the National Income Division therefore 
adjusts all inventories to LIFO whenever 
inventories increase. When inventory 
methods decrease, none of the inventory 
methods result in a change of current costs 
against current revenues and the com- 
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pilers therefore make an adjustinent 
which would correspond to none of the 
usual inventory methods with the possible 
exception of NIFO. The complete descrip- 
tion of the process is available in “Modifi- 
cation of Accounting Data in National 
Income Estimation,” elsewhere in this 
monograph. 

Rent is a minor item in the national- 
income figures (less than 4 per cent of the 
total) and less reliance is placed on ac- 
counting figures ir. the compilation process. 
Some use is made of income-tax data, but 
because of evidence of widespread failure 
to report rents, major reliance is placed 
on census data, supplemented by informa- 
tion from other surveys. Regardless of the 
source, data on rent income is unlikely to 
involve the services of accountants, for we 
are dealing with income of persons; the 
rent income of corporations is included in 
the profit figure. 

Because of lack of data on interest re- 
ceived, the calculation is based on total 
interest paid less interest received by busi- 
ness units. The amount of interest paid is 
derived from income-tax returns (for cor- 
porations), from reports to governmental 
agencies (for tax-free savings institutions), 
and from the combination of estimates of 
the amount of debt and interest rates. The 
same sources are used to determine inter- 
est received by business units. This is pri- 
marily an accounting-derived amount. 

The income of unincorporated enter- 
prises (constituting 15 per cent of the na- 
tional income) is divided into three parts. 
The net income of professional practi- 
tioners is estimated by sample surveys of 
the various professions. Most professional 
men are inclined to ignore any contribu- 
tion which might be made by the account- 
ant; their records can hardly be called ac- 
counting records. 

Farm income is estimated by the De- 
partment of Agriculture, using census data 
and the Department’s own reporting serv- 
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ices and surveys. It is a statistical product 
rather than a summation of records of 
individual farmers. 

Income of the third part (“business” 
enterprises) is estimated by the National 
Income Division with income-tax data for 
1945 and 1947 as the starting point. Com- 
plete tabulations by the Bureau have not 
yet been made for subsequent years. This 
source material is not satisfactory, the 
following statement from National Income: 
1951 Edition (A Supplement to the Sur- 
vey of Current Business (pages 70-71) ) in- 
dicating the reasons and the hope for im- 
provement: 


The reliability of any income estimates for 
noncorporate business is conditioned by the fact 
that this group characteristically includes a large 
number of relatively small enterprises, which 
follow a diversity of accounting practices and 
frequently maintain only rudimentary records. 
But now that the income tax and the expanded 
social-security system are covering a very high 
percentage of business proprietors, it can be 
anticipated that record-keeping and accuracy of 
reporting will improve with the passage of time. 
Not only will the individual firm require system- 
atic records for these purposes, but the growing 
audit program of the Bureau of Internal Revenue 
will tend both directly and indirectly to promote 
standardization and accuracy of reporting. 

The reference to this audit program points up 
a deficiency of the Bureau of Internal Revenue 
noncorporate data for use in preparing aggregate 
income measures. The data used represent com- 
pilations from unaudited tax returns. The Bureau 
has not yet provided systematic audit studies, 
as it has in the case of corporations, from which 
it would be possible to adjust statistically for 
understatement of income with some assurance 
of reliability. No formal adjustment of the data, 
therefore, has been made. Consideration of the 
unaudited nature of the returns has influenced 
the estimating procedure, however, in certain 
instances. 


In addition to wages and salaries, the 
national-income estimates include other 
payments connected with employee serv- 
ices. Social-insurance contributions by the 
employer, compensation for injuries, and 
employer contributions for private pension 
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and welfare plans are the largest items in 
this category. Income-tax and social- 
security data are supplemented by various 
estimates. 

Depreciation is a factor in measuring 
national income as well as business income, 
but national-income-accounting terminol- 
ogy is more informative than is business 
accounting, for the term “capital-con- 
sumption allowances” is used. Deprecia- 
tion for business enterprises is obtained 
from income-tax tabulations, from prop- 
erty depreciation, from the Bureau of 
Agricultural Economics estimates, and 
other depreciation (noncorporate real es- 
tate and institutional) from various es- 
timates. 

As a supplement to depreciation, the 
National Income Division includes those 
capital expenditures which are charged to 
current expense by the individual enter- 
prise. The amount of these items is es- 
timated from nonaccounting data. The 
cost of oil and gas-well drilling, and of 
tools, dies and durable containers is 
estimated from Census of Manufacturing 
data. Casualty losses due to destruction of 
buildings and equipment are estimated to 
complete the capital consumption allow- 
ance figure. 

The resulting total is thus a combination 
of accounting figures based on cost and 
other data based on current values. The 
accounting depreciation is partly based on 
cost to the original user and in part on 
cost to a subsequent user. The profit or 
loss on the sale to this subsequent user 
never gets into the national-income data, 
thus making for inconsistencies. These are 
never revealed by the National Income 
Division’s method of aggregation. 

A complete accounting description of our 
economy requires a division of goods and 
services into those purchased by business 
for current consumption and for long-term 
use and those purchased by consumers 
(including nonprofit institutions) and gov- 
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ernment. This division is based on data 
provided by the Censuses of Manufac- 
tures, Retail Trade, and Wholesale Trade, 
supplemented by other surveys and es- 
timates. To the extent that census ques- 
tionnaires are based on accounting data, 
these are the results of the efforts of ac- 
countants. 

One difficulty that all workers of na- 
tional income have encountered is the fact 
that the typical accounting breakdown of 
revenues and costs, appropriate as they 
may be for internal-report purposes and 
reports to stockholders and creditors, are 
not satisfactory for appropriate descrip- 
tion of the workings of the economic sys- 
tem. They have been forced to work with 
the inadequate materials that are avail- 
able, for none of the data collected on a 
large-scale basis are designed to be used 
for this purpose. In addition to estimating 
procedures, there are two methods of at- 
tack on the problem. One method, used 
only to a limited extent so far in the 
United States, would call for sampling 
procedures to fill in the inadequacies. A 
second method would change the structure 
of accounting reports so as to provide the 
needed information. Up to the present 
time this latter has received very little at- 
tention in this country, but is one of the 
subjects covered in F. Sewell Bray’s mono- 
graph entitled, Social Accounts and the 
Business Enterprise Sector of the National 
Economy. In the monograph the income 
statement is completely revised to provide 
the needed information for the national- 


income statistician. In addition to this, 
Bray has set up a balance sheet about 
which economists and statisticians have 
conjectured, but have not yet finally put 
together because of deficiencies in the 
basic data. While Bray’s suggestions would 
perhaps not appeal to the American ac- 
countant, it nevertheless could be urged 
that accountants become interested in this 
new use for the production of their labors 
and use the ingenuity for which they are 
famous to build up their analyses in such 
a way to allow reclassification to satisfy 
this new need as well as the old uses to 
which accounting has been put. 

To summarize, the work of the account- 
ant finds its way to use in the national- 
income estimates by way of income-tax 
returns, social-security reports, census re- 
plies, and summaries of financial reports 
made to regulating agencies. With the ex- 
ception of social-security reports, use of 
accounting data involves the summation of 
the results of a variety of accounting meth- 
ods. In the preparation of consolidated in- 
come statements and balance sheets, the 
accountant ordinarily sets up the stand- 
ard of consistency and uniformity of ac- 
counting method. In this particular “‘con- 
solidation” process this standard cannot 
be used because the compilers have no 
control over the methods used, and fre- 
quently have no information as to what the 
actual bases are. For this reason the data 
are unreliable, but the extent of this re- 
liability is unknown. 
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ACCOUNTING ENTRIES AND NATIONAL ACCOUNTS 


PAUL KIRCHER 
University of California 


HE FIRST QUESTION that an account- 

ant asks when he starts to review an 

accounting system and statements 
based thereon is: ‘“‘What is their purpose?”’ 
This question is especially pertinent when 
we examine the current practice of estimat- 
ing our National Income. 

The purpose of national-income com- 
pilations has been discussed many times, 
but as yet there has been no definitive 
survey of the actual uses to which the data 
are currently being put.' However, the 
available evidence appears to show that 
their use is confined largely to government 
planners and to professional economists 
attached to our universities and a few 
large business enterprises. In the form of 
the total of gross national product it is 
beginning to receive more attention by 
financial newspapers and trade magazines. 
But for the most part national-income 
data appear to have been prepared by 
economists for economists. 


STATEMENT OF OBJECTIVES 


It may be that the time has come for 
those who calculate national income and 
gross national product to extend their ob- 
jectives further. The economic experiences 
of the last forty years have amply demon- 
strated that in business, as in ethics, ‘“No 
man is an island unto himself.” We are all 
part of the economic whole, and to an 
ever-increasing extent our fortunes are 
bound up with those of the rest of the 
economy. The day is long past when an 
individual, or even a community, can af- 
ford to ignore the major currents of busi- 


‘The Committee on National Income of the Ameri- 
can Accounting Association has started a project to 
ascertain more fully the present uses of National- 
Income data. The author of this article would appreciate 
communications from anyone who would like to assist 
in this survey. 


ness ebb and flow. National news has 
become so important and the actions of our 
Federal government touch us all in so 
many ways that virtually every trade asso- 
ciation, union, and other organization con- 
cerned with some aspect of business life 
feels obliged to have its own Washington 
correspondent. He is expected to interpret 
the national capital’s moves in the light of 
its possible effect on the special interest 
involved. 

In view of all this the need has devel- 
oped for an objective, factual report of the 
position and the progress of our national 
economy. We need a report developed on 
a basis and presented in terms that this 
vast audience can understand. 

The present form of reporting national 
income does not adequately meet either 
of these requirements. The present ‘“ac- 
count” form of reporting national income, 
although frequently employed in the con- 
struction of business balance sheets, is 
virtually never used by business or other 
groups for income statements, and so is 
completely alien to the experience of the 
public. The system used for the develop- 
ment of basic data, with its theoretical 
framework of “factors of production” and 
“final products,” its subordination to eco- 
nomic sectors, and the absence of what 
may be called “journal entries,” is also 
completely alien to the experience of the 
public. 

Yet it is equally apparent that much 
good work has been accomplished, for the 
present data do have significance. This re- 
sult has been achieved only after years of 
strenuous endeavor. What the writer is 
now proposing should not be interpreted as 
underestimating this achievement; rather 
the hope is that the present basis can be 
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amended and built upon to reach some- 
thing better and something having a wider 
usefulness. 


USE OF BUSINESS ACCOUNTING METHODS 


Two alternatives are apparent; either 
we can educate the public to understand 
what is now done, or we can try to do it 
in a way that is already somewhat familiar 
to the public, especially if that way will 
lead us to a more useful result. The second 
alternative is the one here advocated: 
national accounts should be set up and the 
national report rendered in a way that as 
nearly as possible parallels business ac- 
counting and reporting. Millions of busi- 
nessmen, millions of stockholders and mil- 
lions of students are familiar with business 
accounting and reports, and the trend is 
strongly toward increasing that knowl- 
edge, especially in this day of an all- 
pervasive income tax. It would seem that 
the more closely we can adapt the methods 
in common use by business enterprise to 
national-income estimates the more confi- 
dence we can generate in the reports and 
the more broadly they will be used and 
comprehended. 


DEVELOPMENT OF THE SECTORS 


The first step in this direction must be 
the development of more precisely defined 
“sectors.” When early workers approached 
the problem of national-income estimation 
they saw that if they presented a com- 
pletely “consolidated” report of the econ- 
omy viewed as a single entity, all internal 
purchases and sales could cancel, leaving 
only relatively insignificant foreign trans- 
actions. So they chose to develop the two- 
sided procedure of estimation we have to- 
day. In this system sector accounts are 
secondary. For example, 


. .. business income and production are ob- 
tained statistically by making consistent deduc- 
tions for nonbusiness income and production from 
the two sides of the national income and product 
account.? 
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The business approach necessarily calls 
for a reemphasis on sector accounts, 
Our national economy has been qd. 
vided into areas of similar operations 
called sectors. For each of these a separate 
report is possible without cancellation of 
the intersector transactions when a sum. 
mary report is presented. 

The present choice of sectors is not alto. 
gether satisfactory. It seems apparent that 
the business sector is too much of a 
catchall. New sectors could be introduced; 
in particular, one for banks and financial 
institutions should provide most useful in- 
formation. 


JOURNAL ENTRIES FOR INTERSECTOR 
TRANSACTIONS 


Once separate and distinct sectors have 
been created, intersector transactions can 
be traced and recorded as composite jour- 
nal entries. Some indication of the ex- 
pected result is shown in Table 1. In the 
construction of this table certain simplify- 
ing assumptions have been adopted in 
order to illustrate the theory compactly. 
The figures in the table have been derived 
from the present accounts, as given on 
pages 148 and 149 of the Supplement! 
They have been rounded out to billions 
and grouped in certain instances. The 
journal entries shown are only half of the 
quadruple entry that is recorded whenever 
there is a transaction between two parties. 
The other half of the entry in each sector 
may be thought of as affecting cash, al- 
though this is not precisely accurate since 
the business sector is reported on the 
accrual basis at present. 

To illustrate, item (A) would be re 
corded: 

(On the business sector’s books): 


Cr. 
Compensation to persons.......... 120 
Cash (or Payables 120 
(On the personal sector’s books) : 
120 
Compensation from business............ 120 


2 National Income, 1951 Edition, A Supplement to 
— of Current Business, p. 58. 
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alls TABLE 1 
nts, JournaL ENTRIES—TRANSACTIONS 
di- (1950 data—billions of dollars) 
Sectors 
‘ate 
: of Code Item Business Personal Government Foreign Capital 
m- Dr Cr Dr Cr iy De Dr & 
Compensation-employees 120 120 
lto- B Compensation-employees 3 3 
hat c Compensation-employees 6* 6* 
D  Compensation-employees 20* 20* 
a E Compensation-employees 1* 
ed; F Other labor income 3 3 
cial G Unincorporated profits 36 36 
in- H Rent 8 8 
I Corporate profits tax 19 19 
J Corporate dividends 9 9 
K _ Corporate undistributed 14 14 
L Corporate inventory adj. —S5 —5 
M Interest 3 3 
ave N Interest 
0 Interest 5 5 
ur- Pp Indirect tax 24 24 
Q Business transfer 1 1 
ex- R Statistical discrepancy —2 —2 
the Subsidies, gov. ent. 
fy T Capital consumption 21 21 
in U Sales—to consumers 185 185 
V Sales—to government 19 19 
ly. W = Sales—to business—Dur. 45 45 
red X  Sales—to foreign (net) 1 1 
Y Inventory change 
Z Purchases—foreign —1* 
ss AA Personal tax and nontax 20 20 
ns AB Personal saving 11 11 
"he AC Contribution—-soc. ins. —3 3 
he AD Government transfer 15 15 
A 
yer 
AE Net purchases—foreign 3* —3* 
es. AF Surplus —7 —7 
tor AG Payments to U.S. (net) 1 1 
al AH Net disinvestment. + —2 —2 
ce Totals 254 254 728 63 63 —2 -2 40 40 
he These data, with some condensation, were taken from the sector accounts as shown on pages 148-149 of the 
1951 Supplement. 
The data which entered the gross national product (see Table 1) comprise all the data in the business debit and 
re- credit columns, plus items marked * in other sectors. 
In the table the ‘‘cash entry” isomitted, | PREPARATION OF POSITION STATEMENTS 
; as it is at present, in effect, in the national- FOR SECTORS 
In 
pe sector reports. The next step would be to prepare bal- 
) able 1 is presented only to illustrate ance sheets for each sector to indicate 
om the interlocking nature of national trans- financial position. Some attempts have 
actions as they can be derived in journal been made to prepare balance sheets on a 
fashion under the present system. national scale and the difficulties encoun- 
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tered warn us that the task will not be 
easy. The first reports will have to be 
highly tentative. ; 

However, a careful definition of the sec- 
tors would relieve some of the problems of 
classification that now hamper efforts to 
produce a balance sheet on a national 
scale. Then, too, after a preliminary start, 
primary attention can be devoted to the 
journal entries for subsequent years and 
the poorer estimates gradually replaced 
with better estimates. As inventories are 
sold and fixed assets are scrapped, they 
“disappear” and the new acquisitions 
gradually take their place in the account 
totals. 


SIGNIFICANCE OF JOURNAL ENTRIES 


An elaborate attention to journal en- 
tries lies at the heart of every individual- 
business accounting system. Once the de- 
cision has been made to classify a given 
type of transaction into a debit affecting 
one account and a credit affecting another, 
a great part of what then transpires fol- 
lows more or less automatically from the 
operation of the system. If there is to be a 
reclassification, as when an asset enters a 
process inventory, another journal entry 
is required. In saying this it is not the form 
of the journal entry that is under discus- 
sion but the disposition of categories of 
transactions. 

A major portion of the journal entries 
of business have a double function. One 
side of the entry shows the change in a 
position, the other side describes why that 
change occurred. For example, we take in 
cash; Dr. Cash, an increase in a position; 
reason, sales, Cr. Sales, an increase in a 
revenue. Or, we sell goods and show the 
expense; Dr. Cost of Goods Sold, an in- 
crease in an expense; Cr. Inventory, a de- 
crease in a position. As a result, all changes 
in position are explainable either as shifts 
from one position to another (such as Dr. 
Cash and Cr. Accounts Receivable, which 
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raises one asset and lowers another) or as 
absolute increases or decreases in positions, 
accompanied by the reasons for that 
change. Changes in the net equity account 
are explained by the summary of the 
“reason” accounts—the income statement, 
Shifts in the accounts are traceable on the 
statements of cash receipts and disburse- 
ments and the statement of funds. 

The statements are closely linked to- 
gether because of the underlying fabric of 
journal entries and accounts. The inter- 
pretation of the statements is thereby 
made easier and confidence in their reli- 
ability is correspondingly raised. Such a 
system of interdependent reports would be 
of considerable significance for evaluating 
our national economy. 


CROSSCHECK EFFECT OF JOURNAL 
ENTRIES 


There is another considerable benefit to 
be derived from such a buildup. At present 
none of the items on Table 1 are measured 
twice—that is, as they leave one sector 
and enter another, as would be the case 
in a transaction between two business es- 
tablishments each of which keeps a sep- 
arate set of books. The procedure is to 
derive a “best” estimate by use of the 
data from whatever source seems most 
complete and reliable, and then to enter 
this estimate in the account for the other 
party as well. 

It is certainly true that in many in- 
stances, especially transactions in which 
one of the parties is an individual, that the 
second source is probably quite unsatis- 
factory. Nevertheless it appears advisable 
that some effort be devoted to each side 
of the transaction, making considerably 
more use of sample surveys where neces- 
sary. 

The use of the two entries as a mutual 
check in establishing amounts is roughly 
analogous to the technique of “‘compensat- 
ing errors” used in surveying. Because it 
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is impossible to place the cross hairs of a 
telescope so that they are exactly in the 
middle the engineer sights the instrument 
and takes a reading, then turns the tele- 
scope upside down and takes another. 

Such an approach might lead to substan- 
tial discrepancies between the sectors, not- 
withstanding that the debits and credits 
of any given sector would always balance. 
The treatment of the difference would call 
for considerable judgment, but the dis- 
crepancy should certainly be reported for 
what it is. 

One of the major difficulties of interpret- 
ing the present system is the lack of evi- 
dence as to the reliability of the estimates. 
Some seem to feel that the low amount at 
present reported as a “statistical dis- 
crepancy”’ is sufficient to give the reader 
confidence. But the Supplement,‘ p. 59, 
has this to say: 

If initial estimates of the components lead to 
alarge statistical discrepancy or to erratic move- 
ments in it, they are reexamined and an effort is 
made to trace the source of the discrepancy and 
to eliminate it as far as possible. This reexami- 
nation of the initial estimates consists mainly of 
& critical comparison of the methodology of the 
component estimates for error and inconsistency. 
This is an essential step of the estimating proce- 
dure which cannot be taken by the individual 
estimators responsible for the preparation of the 
component series, but must be reserved until 
budget estimates of all the components have 
been prepared. . . . The suggestion has been made 
that this residual discrepancy should be elimi- 
nated, either by the exercise of further judgmental 
decisions of the type used in reducing it from its 
initial size, or by the application of more formal 
mathematical procedures that tend in the direc- 
tion of greater objectivity. 


This does not give us much basis for deter- 
mining the reliability of the estimates. 
IMPUTATIONS, INTRASECTOR ITEMS 


_ One of the results of the adoption of the 
journal-entry system, based as in business 
upon transactions between sectors, would 


* Ibid. 
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be the screening of some of the imputed 
items now appearing in the accounts. For 
example, rent on homes owned by the oc- 
cupant might be replaced by depreciation 
on the fixed asset in the personal sector. 
Instead of imputed interest we should find 
in the banks and financial institution sec- 
tor an indication of the cost of the services 
rendered to saving depositors. 

In addition we could reduce or eliminate 
items that now show as intrasector en- 
tries, such as (c) in Table 1. Either we 
should have to reclassify this hiring of 
persons by persons so that the persons pay- 
ing and the persons receiving might be in 
different sectors, or we should not show 
the entry as an intersector transfer. 


OTHER SYSTEMS OF SOCIAL ACCOUNTS 


In the article of this series by Cooper 
and Crawford, there is an outline of a 
system of accounts which others have pro- 
posed for national accounting purposes. 
The proposed accounts are each self- 
balancing—that is, there is no net balance 
as in business balance sheet accounts such 
as those for assets and liabilities. For this 
reason the proposed system, however ad- 
mirable for other purposes, is unacceptable 
for those whose objective is to produce ac- 
counting balance sheets for sectors of our 
economy and a consolidated statement for 
the country as a whole. 


ESTABLISHMENT OF A SECTOR BALANCE 
SHEET 


As noted, the first step in the establish- 
ment of a true accounting system for na- 
tional accounts must be the rigid definition 
of the sectors. The history of the problem 
of sector-definition has been outlined 
earlier in this series by Margolis and sug- 
gestions made as to the basic criteria for 
delineation of sectors according to the ex- 
pected uses of the data. 

Although this delineation has not yet 
been performed nevertheless we can pro- 
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ceed to investigate the mechanics of a 
system of accounts so long as we can as- 
sume that the sectors can be rigidly de- 
fined, however this is accomplished. By 
“rigidly defined”’ we mean that the sectors 
should be distinguished sufficiently so that 
the great majority of meaningful economic 
transactions between them can be recog- 
nized as such and the magnitude measured. 

Let us assume that a study of the uses of 
national income data shows that Margolis’ 
third objective—that of “programming” is 
paramount and other users can adapt the 
data so oriented for their particular pur- 
poses. Let us also assume that this calls 
for a system which requires definition of 
the following sectors: 


(a) Persons 

(b) Manufacturing 

(c) Utilities 

(d) Transportation 

(e) Wholesale and Retail 

(f) Banks and other Financial 
(g) Government—Defense 
(h) Government—Other 

(i) Rest of the World. 


Given these sectors, we set up accounts 
for each; for example: 


Current Cash Current Salaries Payable 
Receivables Trade Payables 
Inventory Taxes Payable 
—_—— and Other Payables 

repayments 

Other Investments 

Fixed Land Fixed Long Term Lia- 
Buildings bilities 
Equipment Net Equity 


For each of these accounts, we should 
have a net balance at any given point of 
time, with the possible exception of certain 
accounts such as “Inventory” for the Per- 
sons sector, or “Taxes Payable” for the 
Government sectors. 

Each account will be active during the 
year, as members of the sector conduct 
economic transactions. These transactions 
will be interlocking, and can be charted, in 
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theory, as was done for the present system 
in Table 1. 


JOURNAL ENTRIES 


It is not within the scope of this article 
to give in detail all the possible economic 
transactions that occur in our economy 
and to show how they would be journal- 
ized under this system, but we can jl- 
lustrate a few of the more important ones, 
to indicate how the rest may be treated. 

One of the most important items at 
present is that of salaries to persons. 

Suppose the transportation sector ac- 
crues salaries of $1,000,000,000 a year. It 
pays $990,000,000 in cash, of which part 
is on the previous year’s accruals. 

In the transportation sector, the fol- 
lowing entries would be made: 


(1a) Salary Expense...... $1,000,000 ,000 
Salaries Payable........... $1,000 , 000,000 
and simultaneously in the Persons sector: 
(1b) Salaries Receivable.. $1,000,000,000 
Revenue............ $1,000, 000,000 


This introduces revenue and expense ac- 
counts for each sector, which we shall dis- 
cuss in a moment. First, suppose the 
transportation sector had $50,000,000 
salaries payable at the end of the previous 
year. At that time, the account would 
appear: 

Salaries Payable 


50— 


After the entry (1a): 


Salaries Payable Salaries Expense 
50— 1000— 
1000— 


After the journal entry for payment of 
salaries: 
Salaries Payable 


990 


Cash 
| 


50— 
1000— 
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The new balance for Salaries Payable 
is, of course, $60,000,000. 

This rather simple illustration raises the 
major problems which must be solved 
before the system can be made operative: 


1. Can we measure the total salaries 
payable as of a given date for a sector 
such as Transportation? Can we, 
through sampling procedures, es- 
timate this quantity with sufficient 
precision so that the figure has some 
significance? 

2. Can we measure the salary accrual 
to a meaningful degree of precision? 
Can we segregate the salaries’ ac- 
crual by one sector from those ac- 
crued by another? 

3. Can we similarly measure the cash 
payments made on these salaries? 


We have two methods of estimating the 
payable which exists at the end of the 
year—from (1) a direct estimate; and from 
(2) and (3), where, given the estimate 
for the end of the previous year, the change 
to the new estimate is determined as the 
net of the two journal entries. Moreover, 
as noted earlier, we can obtaine these 
journal estimates from two sources—the 
payer and the recipient. It is true that one 
of these, the recipient, is likely to be hard 
to reach effectively, but at least the system 
does offer some opportunity for this cross 
check. 


REVENUE AND EXPENSE ACCOUNTS 


As in conventional accounting, the 
“revenue” and “expense” accounts shown 
are an extension of the net equity account, 
and so the summation of these accounts is 
transferred to the net equity, thus preserv- 
ing the asset-equity balance. With the 
addition of entries for such internal valua- 
tions as depreciation and bad debts the 
system would be complete so that income 
statements could be drawn for the sectors 
from these revenue and expense accounts. 


National Income 


197 


HOW FAR ARE WE FROM THE MATERIAL 
FOR JOURNAL ENTRIES NOW? 


It is one thing to propose a theoretical 
system, and sometimes quite another thing 
to make it operative. If we were proposing 
a system to measure national income which 
involved an entirely new approach, requir- 
ing a completely new set of measurements, 
then the magnitude and complexity of the 
entity to be measured would put the proj- 
ect in a class with excursions to the moon; 
feasible now, perhaps, but only at enor- 
mous cost. 

At first glance we may seem to be a 
similarly long way from a satisfactory sys- 
tem of accounts with which to measure 
sector activities, but perhaps we are al- 
ready near to having most of the com- 
ponent items or to systems of measure- 
ment which can produce them without 
inordinate adjustments. If so, our problem 
is one of organization. 

Much of the data now collected by the 
National Income Division of the Depart- 
ment of Commerce is directly pertinent for 
journal entries. 

The major component of National In- 
come—salaries—is measured for a large 
number of individual industries (which 
would correspond to subsectors in the pro- 
posed accounting system) and thus is al- 
ready estimated in greater detail than is 
necessary for our purposes. Government 
budget totals and tax records are not all in 
a form which permits a direct translation 
to our terms, but the basic material is 
available and worth while estimates can 
probably be made from them. 

Figures for activities of banks and other 
financial institutions are collected already 
by the Federal Reserve Branch, the SEC 
publishes records of financing by various 
groups and other reporting agencies are 
also active in this area. Copeland has done 
extensive work in the study of the flow 
of funds in general; an extension of his 
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work should come close to meeting many 
of our requirements. 

The sales of goods between various 
sectors have been the subject of the inten- 
sive input-output analysis of Leontief. 
The results of the recent tremendous ex- 
pansion of this effort should someday be 
made public, at least in part, and no doubt 
will prove to be a worthwhile contribution. 

In the fixed asset area, as well as that 
of inventories, the pioneering of Goldsmith 
should be helpful. His method of accumu- 
lating fixed asset totals by measuring 
yearly acquisitions for various types of 
industry demonstrates that there are al- 
ready available data which can be used as 
a start for the determination of the year’s 
transactions in this category. Extensive 
material is available from such sources 
as the Dodge reports. 


FURTHER DEVELOPMENT OF THE 
SYSTEM 


The basic system proposed here is 
actually very simple—the accounting deb- 
its and credits are no more complicated 
than those learned by every student in 
first year accounting. It appears probable 
that the less complicated the set-up and 
the more straightforwardly we follow the 
fundamental business accounting double 
entry system, the easier it will be to 
handle the really difficult part of the prob- 
lem, which is the estimation of the yearly 
transaction totals that are the basis for 
our journal entries. For example, we could 
record sales at gross and then worry about 
sales discounts, and returns and allow- 
ances, but it appears as though a simple 
net figure representing net acquisitions 
by one sector from another would be suffi- 
cient for planning purposes. Certainly it 
would be a much more tractable figure, 
and acceptance of this type of simplifica- 
tion as a principle would keep the number 
of accounts required from getting out of 
hand. The year’s sales from manufactur- 
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ing to transportation, for example, would 
result in a debit to receivables and g 
credit to sales in the manufacturing sector, 
and a debit partly to supplies and partly 
to fixed assets and a credit to trade pay- 
ables in the transportation sector. Cash 
payments for these transactions would 
debit cash and credit the receivable for 
manufacturing and debit the payable and 
credit cash for Transportation. Transac- 
tions of this type between other sectors 
would follow an identical pattern. 


VOLUME OF ESTIMATES 


Theoretically, each account in each sec- 
tor might be involved with each account 
in each other sector. Given 9 sectors each 
with 14 accounts, we might have an enor- 
mous number of transactions—each ac- 
count in a given sector might have 8X 14 
or 112 different contacts to consider or 
1,568 in all for the one sector. 

Actually, of course, the number of trans- 
actions of economically significant pro- 
portions is much more limited. 

Persons, for example, have few trans- 
actions which involve the accounts pay- 
able account of manufacturing; the trans- 
portation sector probably should have a 
supplies account but no inventory ac 
count, etc. The volume might still be 
large, but manageable; no worse than the 
accounting activities of, say, an aircraft 
manufacturer, where as many as 100,000 
standard costs may be in use. 


CONCLUSIONS 


While the preparation of journal entries 
might call for more work by the National- 
Income Division of the Department of 
Commerce, the additional expense should 
be a worthwhile investment. Clearly de 
fined sectors, with position statements, in- 
come statements, cash statements, and 
statements of funds for each, would add 
considerably to the reliability and under- 
standability of the national data. 
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The basic step in this direction would be 
the determination to use journal entries 
as the foundation stones of the national- 
accounting system. 

The need for widespread comprehension 
and use of the data is already apparent. 
We must decide how that objective can 
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best be achieved, in the light of all the cir- 
cumstances. For the reasons advanced 
here, it would appear that.our best hope is 
a greater reliance on the results produced 
by the accounting system which fias been 
so carefully developed by business. 


MODIFICATIONS OF ACCOUNTING DATA IN NATIONAL- 
INCOME ESTIMATION 


GILBERT P. MAYNARD 
University of Iowa 


section of this monograph that na- 
tional-income estimations are in large 
part based upon business accounting data. 
Nevertheless, accounting data are in sev- 
eral instances modified in an attempt to 
obtain greater completeness and uni- 
formity in the measurement of national 
income and product. It is the purpose of 
this section to consider some of the more 
important modifications of accounting 
data, both with regard to their quantita- 
tive significance in national-income esti- 
mation and with regard to the validity of 
the assumption that modifications of ac- 
counting data are necessary or desirable. 
The most important of the modifications 
of business-accounting data are (1) the in- 
ventory-valuation adjustment, applied to 
business profits and production data, and 
(2) the so-called imputations, or items of 
production and income in kind. Included 
in the latter category are imputations 
made in measuring national output for 
(a) wages and salaries paid in kind (in the 
form of food, clothing and lodging), (b) the 
rental value of owner-occupied houses, 
(c) the value of food and fuel produced and 
consumed on farms, and (d) nonmonetary 
Income and product flows arising in con- 
nection with financial intermediaries. Each 
of these five types of modifications will be 
discussed in this section. 


[ HAS BEEN DEMONSTRATED IN another 


In the remainder cf this section the term 
Supplement will be used to refer to the 
National Income Supplement, 1951 Edi- 
tion, to the Survey of Current Business. 


THE INVENTORY-VALUATION ADJUSTMENT 
Purpose and Effect 


The following quotations from the Sup- 
plement state and explain the purpose and 
effect of the inventory-valuation adjust- 
ment: 

On page 8: 


... Inventory profits and losses are elimi- 
nated, in order to secure an economically more 
meaningful measure of income, by application of 
the inventory-valuation adjustment. In effect, 
this adjustment substitutes the current replace- 
ment cost of goods sold for their book cost in 
the computation of profits. 


On page 38: 


The change in the book value of inventories 
represents additions to inventories minus in- 
ventories used up. Hence it reflects not only (1) 
the change in the physical volume of inventories 
valued at current prices, but also (2) the excess 
of the replacement cost of inventories used up in 
production over their book valuation. The former 
element of book value change is appropriate for 
inclusion as a component of national product, 
because it conforms to the principle of current 
price valuation applied to all the other compo- 
nents. To inculde, however, the “inventory gain” 
or “inventory loss” measured by the second 
element of book value change would be mislead- 
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ing. In extreme cases the inventory movement as 
indicated by the change in bookvalues would 
differ in direction from that of the actual volume 
of inventories. Therefore, the “change in inven- 
tories” line in business and national product is 
derived by adjusting the reported book value 
change in inventories to exclude the inventory 
gain or loss element. 

For similar reasons, business profits as initially 
calculated on the basis of business accounting 
methods of inventory valuation are, for purpose 
of inclusion in national income, adjusted to ex- 
clude inventory gain or loss. This is done. . . by 
adding the “inventory valuation adjustment” 
to corporate and noncorporate business profits as 
estimated from “book”’ data reported by business. 
When negative, the inventory valuation adjust- 
ment measures the inventory gain, and when 
positive, the inventory loss, which arises from the 
fact that inventories used up in production are 
not valued at current replacement costs. Its 
affinity to capital gains and losses, which also 
are eliminated in calculating national income and 
product, is readily evident. 

On page 52: 

Inventory Valuation Adjustment measures the 
excess of the value of the change in the volume of 
nonfarm business inventories, valued at average 
prices during the period, over the change in the 
book value of nonfarm inventories. This adjust- 
ment is required because corporate profits and 
income of unincorporated enterprises are taken 
inclusive of inventory profit or loss, as is custom- 
ary in business accounting, whereas only the value 
of the real change in inventories is counted as 
current output in the national product. No valua- 
tion adjustment is required for farm inventories 
because farm income is measured exclusive of 
inventory profits. 


On page 57: 

This adjustment—designed to put inventories 
charged to cost of sales on a uniform and current 
pricing basis. ... 

Illustration of computation of the adjust- 
ment 

Table I illustrates the computation of 
the inventory valuation adjustment for 
each of two successive years. The illustra- 
tion is merely an extension of the numeri- 
cal example presented on pages 38 and 39 
of the Supplement. It is to be noted that 
only three business accounting methods of 
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inventory valuation are illustrated. Page 
125 of the Supplement states, “Owing to 
lack of information, no separate procedure 
is developed for other methods of inven. 
tory accounting except LIFO—such as the 
specific identification and average cost 
methods—which underlie some of the book 
value data.” It should also be noted that 
the first year in the illustration is a period 
of falling prices and that the second year 
is a period of rising prices. In the first year 
the physical volume of inventories in- 
creases (from 1,000 to 1,100 units) and in 
the second year units consumed or sold 
(800) exceed units purchased (500), re- 
sulting in a net decrease of 300 units. De- 
tailed explanation of the illustration may 
be found on pages 38 and 39 of the Sup- 
plement. 


Meaning of the Adjustment 


A positive inventory valuation adjust- 
ment is applied to business profits and the 
change in business inventories in years 
when business has suffered an inventory 
loss, that is, when goods have been 
charged to cost of sales at prices in excess 
of current replacement cost. Thus, posi- 
tive adjustments may be said in general 
to be appropriate in years of falling prices. 
A study of the statistics of the adjustment 
for the years 1929-50 reveals that this gen- 
eral statement is borne out by the fact 
that only in the years 1929-32, 1938, and 
1949 were the adjustments positive. 

A negative inventory valuation adjust- 
ment is in general appropriate in years of 
rising prices and resultant inventory gains. 
Goods will have been charged to cost of 
sales in those years at prices lower than 
current replacement cost. In all years be- 
tween 1929 and 1950 except the six years 
named in the preceding paragraph the in- 
ventory valuation adjustment was nega 
tive. 

In terms of an individual enterprise the 
direction (positive or negative) of the ad- 
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Tasie I 
ILLUSTRATION OF THE COMPUTATION OF THE INVENTORY VALUATION ADJUSTMENT 


First Year: 


Beginning inventory, 1,000 units at $5............. 
Purchases, 400 units at $3........................ 


Ending inventory, 1,100 units..................... 


Physical change at current prices (100 at $3)........ 
Subiract: Book value inventory change............. 


Inventory valuation adjustment. . Ne 


Second year: 


Beginning inventory, 1,100 units................... 
Purchases, 500 units at $4........................ 
Ending inventory, 800 units...................... 


Physical change at current prices (300 at $4)........ 
Subiract: Book value inventory change............. 


Inventory valuation adjustment................... 


Lower of 
FIFO Cost or LIFO 

Market 


+$ 600 +$2,000 
$4,700 $3,300 $5,300 
5000 2,000 2,000 
$6,700 $5,300 $7,300 
$2,900 $2,900 $4,000 


* Including $1,400 writedown. 
> Market, which is lower than cost. 
* Cost, which is lower than market. 


justment of its inventory valuation may 
depend not only upon the trend in prices 
but also upon the method of inventory 
valuation employed. As explained on page 
39 of the Supplement, when inventories 
are valued on a LIFO basis no inventory 
valuation adjustment is required for pe- 
tiods of increasing inventories (in terms of 
physical units). In cases where the LIFO 
method is used, a physical decrease in in- 
ventories may necessitate either a positive 
or negative adjustment, depending upon 
the direction and extent of the changes in 
prices during the period. In conformity 
with the general rule, positive and nega- 
tive adjustments are appropriate in pe- 
tiods of falling and rising prices respec- 
tively, 


The inventory valuation adjustment of 
a given year is the product of the number 
of units of inventory used and the differ- 
ence between the book unit cost and the 
current unit cost of such units. Referring 
to Table I the required adjustment for in- 
ventories on a FIFO basis may be com- 
puted as follows: 

First Year: 

300X ($5—$3)=$ 600 


Second Year: 


700 ($5—$4) =$ 700 
100X ($3 —$4) = — 100 600 


Two-year total... $1, 


The same kind of calculation could of 
course be made for inventories valued on 
bases other than FIFO, in which case the 
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InvENTORY VALUATION ADJUSTMENT* 
1929-50 


Amount (millions of dollars) 


Inventory Valuation Adjustment 
Percent of 


Corporate Profits 
Change i 
Year _. Business Difference prises and Income 
Inventories I 
Valuation 
Adjustment 

1929 614 1,814 1,200 3.3 7 
30 4,015 34 4,0494 29.5 5.4 
1 3,025 1,669 4,6944 43.5 
2 1,342 2, 599° 3,9414 110.8 3.2 
3 2,668 1,348¢ 1,320 282.6 6.7 
4 697> 173 852 12.6 1.4 
5 277 427 704 3.5 S 
6 858> 2,115 2,973 7.8 1.3 
7 60> 1,764 1,824 a ol 
8 1,184 1,113¢ 2,2974 11.1 1.8 
9 880> 344 1,224 7.0 1.2 
40 200» 2,035 2,235 1.2 om 
1 3,261» 3,416 6,677 43.5 3.1 
2 1;576> 756 2° 332 4.9 1.1 
3 927> 502° 425 2.4 a 
357> 264° 93 9 
5 677> 79 1.8 
6 7,012 6,334 13 ,346 18.0 3.9 
7 7,304» 1,408 8,712 16.4 3.7 
8 2,446» 3,717 6,163 4.5 1.1 
9 2,769 2 ,493¢ 5, 2624 5.4 
50 6,678 3,586 10,264 11.4 2.8 


* Sources: Supplement, tables 1 and 33. 


* Equals change in book value of nonfarm inventories. 


> Negative, thus serving to eliminate inventory gains. 
® Decrease. 
4 Decrease in book value of nonfarm inventories. 


result would agree with the inventory 
valuation adjustment figures presented in 
the two right-hand columns of Table I. 
Table II is designed to indicate the 
quantitative significance of the inventory 
valuation adjustment during the years 
1929-50. A comparison of the second and 
third money columns of that table reveals 
that in general the physical volume and 
the book value of nonfarm business in- 
ventories fluctuated together. However, 
in the years 1933, 1943, 1944, and 1945, 
book values increased by amounts smaller 
than the negative inventory valuation ad- 
justments with the result that, after elimi- 
nation of inventory gains, nonfarm busi- 


ness inventories are shown to have de 
creased. 

A comparison of the inventory valua- 
tion adjustment with nonfarm business 
profits (i.e., corporate profits plus income 
of unincorporated nonfarm enterprises 
after elimination of inventory gains and 
losses) reveals that in eighteen of the 
twenty-two years under study the inven- 
tory valuation adjustment did not exceed 
18% of such profits. In the four depression 
years, 1930-33, the inventory valuation 
adjustment was relatively more impor 
tant, reaching its peak in 1933 when busi- 
ness profits were at their lowest point 
($944 millions). The point of lowest rela- 
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tive importance of the adjustment was 
reached in 1937 (.5% of business profits), 
followed by 1944 (.9%) and 1945 (1.8%). 

A similar pattern of relationships is re- 
yealed when the inventory valuation ad- 
justment is compared with national in- 
come (Table IT). 


IMPUTATIONS 


The following quotation from page 39 
of the Supplement presents an introduction 
to imputations in general: 


As noted earlier, the measures of national out- 
put presented in this report cover not only out- 
put whose production and distribution give rise 
to explicit monetary transactions, but also cer- 
tain types of income and product flows which do 
not take monetary form. It has also been pointed 
out that from a theoretical standpoint these im- 
putations represent modifications of the opera- 
tional concept of final output, and that they are 
made to correct for anomalies and other disturb- 
ing omissions that would otherwise result. The 
imputations made are the result of concrete con- 
siderations and of the traditions of national 
output measurement. They do not and cannot 
represent a logically clear-cut exhaustive list, 
but merely a pragmatic selection among a wide 
variety of possible imputations. 

The general procedure for allowing for non- 
monetary income and product flows in the nation- 
al accounts is to imagine that the flows in ques- 
tion take monetary form and to reconstruct the 
accounts to reflect consistently these flows. 


Wages and Salaries Paid in Kind 


The effects of the imputation made for 
wages and salaries paid in kind upon the 
business sector accounts are described as 
follows on page 40 of the Supplement: 


An imputation is made for wages and salaries 
paid in kind in the form of food and lodging in 
industries in which this type of arrangement is 
of quantitative importance and is regarded as 
involving a clear supplement to monetary wages 
and salaries. Imputed items are valued at cost 
to the employer. Needless to say, difficult and 
somewhat arbitrary decisions are involved in 
delimiting the area of this imputation and in 
establishing the proper valuation. 

In effect, the imputation takes the form of 
assuming that the employer, instead of furnishing 
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his employees with free food and lodging, pays 
them corresponding amounts of wages, and that 
the employees in turn use them to buy the items 
previously purchased by the employer. Wages 
and salaries (in income originating in business) 
and sales to persons (in business product) are 
thus raised by corresponding amounts. In terms 
of the more technical implication of the proce- 
dure, intermediate purchases by the employer are 
converted into factor costs (wages and salaries) 
and final purchases (consumer expenditures). 


The accounts of the personal sector are 
affected as follows by imputation of wages 
and salaries paid in kind (quoted from 
page 45 of the Supplement) : 


As in the case of business output, the measure- 
ment of output in the personal sector is not con- 
fined to monetary transactions, but also takes into 
account imputed income and product flows. The 
most important of the imputations is for the value 
of food provided free to employees of households 
and nonprofit institutions. The imputation in- 
volves an increase in the wages and salaries of 
employees, equal to the cost of the food to the 
employer, on both the credit and debit sides of 
the personal account. The reconstructed account 
depicts the situation which would prevail if 
monetary wages were raised by the value of the 
imputation and the corresponding food were 
purchased by the employees rather than by their 
employers. 

An imputation is also made for the value of 
free lodging furnished to clergymen, employees 
of nonprofit hospitals, and certain quantitatively 
unimportant groups. None is made in the case of 
domestic servants, because it is felt that, as a 
general proposition, they do not regard the lodg- 
ing furnished them as an addition to income. 


The accounts of the government sector 
are affected as indicated in the following 
quotation from pages 48 and 49 of the 
Supplement: 


Imputations are made for wages and salaries 
paid in kind to government employees. The most 
important of these imputations is for food and 
standard clothing issued to members of the armed 
forces. It may be noted that only standard, or 
personal, clothing is included, not special clothing 
and equipment. Also, the rental value of shelter 
provided is not allowed for. The principal line 
of reasoning is that in many instances the pro- 
vision of lodging to servicemen does not reduce 
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their cash housing expenditures and hence is not 
a clear addition to their income. 

In the recording of the imputations, the ac- 
counts are reconstructed to correspond to a 
situation in which the government paid out to its 
employees additional wages equal to the cost 
(to the government) of the food and clothing 
provided and the employees themselves purchased 
these items from the business system. In the 


Taste III* 
WAGES AND SALARIES Parp IN KIND 
1929-50 
Percent of 
Amount 
Personal 
(millions Compen- 
Year "of sation National 
dollars) of Em- Ex oa Income 
ployees 
1929 665 1.3 8 8 
30 618 4.3 9 8 
1 490 3.2 8 8 
2 388 $.3 8 9 
3 365 1.2 8 9 
4 424 4.2 8 9 
5 477 38 8 
6 520 1.2 8 8 
7 583 1.2 9 8 
8 530 4.2 8 8 
9 554 1.2 8 8 
40 629 4.2 9 8 
1 989 1.5 1.2 1.0 
2 2,019 2.4 2.2 1.5 
3 3,330 3.0 3.3 2.0 
4 4,445 3.7 4.0 2.4 
5 4,837 3.9 3.9 2.6 
6 2,206 1.9 1.5 2.2 
7 1,682 1.0 
8 1,743 1.2 1.0 8 
9 1,747 1.2 1.0 8 
50 1,910 4.2 1.0 8 


* Sources: Supplement, tables 1, 2, and 39. 


govenment account . . . compensation of employ- 
ees (and income and net and gross product origi- 
nating in government) is raised by the value of 
the imputation. But total government purchases 
of goods and services are not changed because 
government purchases from business are reduced 
by a corresponding amount. In the business 
account ... there is a corresponding shift from 
sales to government to sales to persons. Finally, 
in the National Income and Product Account 
... the imputation raises personal consumption 
expenditures and gross national product, on the 
one hand, and the compensation of employees, 
national income and the sum of charges against 
the value of national product, on the other. 
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As may be seen in Table ITI, in every 
year during the twenty-two year period, 
1929-50, except the six years, 1941-46 
the percentage of wages and salaries paid 
in kind to compensation of employees in 
the national income and product account 
was either 1.2% or 1.3%. The relative size 
of the imputation during the years 194]- 
45 rose successively to 1.5%, 2.4%, 3.0%, 
3.7%, and 3.9%. In 1946 the percentage 
dropped to 1.9%. Obviously the difference 
in proportion of imputed to total wages and 
salaries during the years 1941-46 is largely 
accounted for by the magnitude of the im- 
putation for food and clothing issued to 
members of the armed forces during and 
immediately following World War II. 

Much the same pattern is revealed when 
this imputation is studied in its relation- 
ship to both personal consumption ex- 
penditures and national income, as shown 
in Table IIT. 


Rental Value of Owner-Occupied Houses 


The rationale and technique of the im- 
putation of the rental value of owner. 
occupied houses is presented in the Sup- 
plement as follows: 

On page 37: 


In connection with the classification of income 
shares other than employee compensation, it 
should be noted that no identification can be 
made between the rental income of persons and 
the rent concepts of economic theory. Rental in- 
come is confined to the net rentals of individual 
property holders (including imputed rentals on 
owner-occupied nonfarm homes) whose main 
occupation is not the renting of property. Rental 
income of professional real estate operators is 
classified under the income of unincorporated 
enterprises; gross rental receipts of corporations 
are merged with their other business receipts 
and transmuted into corporate profits; both the 
imputed net rental value of farm homes and agri- 
cultural net rents received by farmer landlords 
are included in the income of unincorporated 
farm enterprises; and the return on user-owned 
business real estate becomes a component either 
of the income of unincorporated enterprises or of 
corporate profits. 
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On page 40: 

The iraputation for the rental value of owner- 
gecupied homes is made to provide comparable 
treatment between rented and owner-occupied 
housing. It assumes that home ownership is a 
business producing housing services which are 
sold to the home-owner in his capacity as tenant. 
These sales are estimated in terms of the sum for 
which the particular type of home could be rented, 
and the expenses of the home owners are deducted 
to obtain imputed net rent. The imputed gross 
total becomes a part of sales to persons, or con- 
sumer expenditures, and imputed net rent be- 
comes a part of the rental income of persons. 

It may be wondered how the balance of the 
accounts can be maintained if for imputed rents 
a gross item is entered on the credit side and a 
net item on the debit side. The inconsistency is 
only apparent. Adjustments corresponding to the 
expense items which constitute the difference 
between imputed gross and net rent are made 
simultaneously in several components of the gross 
income and product flow, and secure balance. 

One of the expense items, depreciation on 
owner-occupied homes, is added to capital con- 
sumption allowances. In the absence of imputa- 
tion, it would not enter the purview of the nation- 
al accounts. Indirect business taxes are raised by 
the amount of property taxes included in the 
expenses of owner-occupants. Otherwise, these 
taxes would be classified as personal taxes. ... 
Mortgage interest serves to raise the “net inter- 
est” item in the business account. Without the 
imputation, it would be entered as interest paid 
by the personal sector. Finally, all other expenses, 
such as for supplies and materials necessary for 
the maintenance of owner-occupied homes, are 
dassified as intermediate business purchases 
charged to current account. Without the impu- 
tation, they would be counted as final products, as 
elements of business sales to persons. 


Table IV reveals the imputed net rental 
income of owner-occupied houses to be 
of considerable significance in its relation 
to rental income of persons. In four years 
(1930-33) of the twenty-two under study 
rental imputations exceeded in amount 
the monetary rentals included in the ren- 
tal income component of national income. 
In each of the first six years included in 
Table IV, imputed rentals were not less 
than 45% of rental income of persons. Al- 
though no significant trend is apparent in 
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the significance of the imputation, it is 
perhaps noteworthy that during the last 
sixteen of the twenty-two years, imputed 
rentals did not exceed 42.6% (1949) of 
rental income of persons, nor did the per- 
centage fall below 37.6% (1947) during 
that period. 
IV* 


Net RENTAL INCOME OF OWNER- 
OccuPieD Houses 
1929-50 


Percent of 


Personal 
Rental 
of Income National 
of Expendi- Income 


Persons 
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* Sources: Supplement, tables 1, 2, and 39. 


Comparison of the rental imputation 
with personal consumption expenditures 
and national income (Table IV) reveals 
no significant change in the importance of 
the imputation except that, as in its rela- 
tion to rental income of persons, its rela- 
tive significance diminishes substantially 
following the year 1933. 


Food and Fuel Produced and Consumed on 
Farms 

From page 40 of the Supplement the fol- 
lowing explanation of this imputation is 
quoted: 
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The imputation for food and fuel produced 
and consumed on farms closely follows the scheme 
of the rental imputation. In this instance the 
accounts are reconstructed to conform to a situa- 
tion in which the farmer sells the food and fuel 
to himself. An imputation for the full value of the 
food and fuel (at prices received by farmers for 
this type of product) is made in business sales to 
persons, and an imputed net profit on the produc- 
tion of this food and fuel is included in the income 
of unincorporated farm enterprises. The apparent 
inconsistency of a gross imputation on the prod- 
uct side and a net imputation on the income 
side is resolved in a manner similar to that of 
the rental imputation. 


Most noteworthy of the relationships 
shown in Table V is the tendency of the 
imputation for food and fuel produced and 
consumed on farms to vary inversely with 
the income of unincorporated farm enter- 
prises. The peak of importance of the im- 
putation was reached in 1932 (58.8% of 


TABLE V* 
Foop AND FuEL Propucep AND CONSUMED 
ON Farms 
1929-50 
Percent of 
Amount Income of 
(millions Unincor- 
of porated ti National 
dollars) Farm Income 
Enier- 
tures 

1929 1,699 30.0 ya 1.9 
30 1,537 39.1 pe 2.0 
1 1,254 43.3 2.1 
2 1,008 58.8 2.0 2.4 
3 1,023 44.8 2.2 2.6 
4 ,090 46.8 | 2.2 
5 1,321 27.1 2.3 2.3 
6 1,374 35.5 2.2 | 
7 1,410 1.9 
8 1,283 29.0 2.0 1.9 
9 1,244 27.6 1.8 7 
40 1,232 24.9 £7 1.5 
1 1,400 20.2 1.7 | 
2 1,781 17.0 2.0 1.3 
3 2,149 18.3 
4 2,192 18.5 2.0 oe 
5 2,257 18.0 1.8 i2 
6 2,625 17.7 1.8 £5 
7 3,095 19.9 1.9 1.6 
8 2,936 16.6 
9 2,505 19.3 1.4 1.2 
50 2,503 18.3 2.3 1.0 


* Sources: Supplement, tables 1, 2, and 39. 
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farm income) and 1948 marked its point 
of lowest significance (16.6%) during the 
years 1929-50. Although no trend is 
discernible in the war and postwar years, 
it is perhaps worthy of comment that in 
the first thirteen years the percentage of 
the imputation did not fall below 20% of 
farm income, while during the last nine 
years the percentage has consistently 
been less than 20%. 

Relationship of this imputation to per- 
sonal consumption expenditures and to 
national income follows much the same 
pattern. Table V reveals also that the rela- 
tive significance of the imputation to con- 
sumer expenditures and national income 
reached its lowest points in the last two 
years of the period under study. 


Nonmonetary Income and Product Flows 
Arising in Connection with Financial In- 
termediaries 


Imputations made in connection with 
financial intermediaries are of two major 
types. The first is related to the implicit 
transactions of commercial banks and in- 
vestment trusts, and the second to life 
insurance companies and other mutual 
financial intermediaries. Both types are 
explained in the following quotation from 
pages 40-42 of the Supplement: 


Commercial banks and investment trusts 


The ordinary methods of measuring value 
added to total output in terms of income and 
product flows break down in the case of com- 
mercial banking. This is because an element of 
the income and product in this area does not 
take monetary form. An imputation is introduced 
to make it explicit and, as a consequence, a much 
more satisfactory picture of value added emerges. 

. .. The product flows in question are identi- 
fied as the services rendered by banks without 
explicit charge to their depositors, such as check- 
ing, bookkeeping, and investment services m 
connection with the handling of deposits. In lieu 
of monetary service charges, banks finance the 
cost of these services by retaining part of the 
property income earned by investing deposits 
instead of paying it out to the depositors. This 
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retained income is assumed to represent the in- 
come flows not taking monetary form. 

To obtain an adequate picture, the accounts 
are redrawn as they would appear if this short- 
circuiting of income and service flows had not 
occurred and, instead, commercial banks had 
(1) paid out to depositors all property income 
earned on the investment of their deposits and 
(2) charged them fully for the cost of the services 
rendered to them. 

... Next, the imputed banking flows must be 
traced further through the economy to determine 
their ultimate effect on the size and structure of 
national income and product. This is done on 
the basis of the ownership of the deposits in con- 
nection with which the imputed flows arise. To 
the extent that these deposits are owned by busi- 
nesses, matching debit and credit entries are 
made in their accounts—the debit for imputed 
service charges paid and credit for imputed inter- 
est received. The balance of the accounts is not 
disturbed; for businesses affected, purchases of 
intermediate products are increased by the 
amount of imputed service charges and net inter- 
est paid is decreased by the amount of imputed 
interest received. 

Thus, to the extent that the deposits of com- 
mercial banks are held by business owners, there 
is no change in the size of national product or 
income. Imputed service charges cancel as inter- 
mediate products in the consolidation of the busi- 
ness system, and so do the interindustry imputed 
interest flows. All that occurs is a redistribution 
in the industrial origin of output, in the process 
of which the share of banking is increased and 
that of other industries is reduced. 

To the extent, however, that the ownership 
of bank deposits is vested in persons, the results 
are different. Imputed service charges made to 
persons constitute a final product and appear as a 
component of sales to persons under personal 
consumption expenditures for ‘services rendered 
without explicit charge by financial intermedi- 
aries, other than life insurance.’ Imputed interest 
paid by banks to persons serves to increase net 
interest by an identical amount. Both product 
and income originating are thus raised to reflect 
honmonetary income and product received by 
persons from banking... . 

The above description of the measurement of 
imputed flows in banking is only a brief summary 
of a complex subject which is still the subject 
of lively discussion among technicians in the 
field. The procedure has been criticized in general 
as unduly complex and, more specifically, as 
based on certain assumptions of doubtful validity. 
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Particular exception has been taken to the as- 
sumption that all banking services not explicitly 
charged for are rendered to depositors and that 
the borrowers of bank loans are not involved, 
as well as to the assumption that these services 
are distributed in proportion to the ownership 
of the volume of deposits irrespective of turnover. 

While these and other objections have some 
merit and it is hoped that a simpler and more 
cogent solution may be found to deal with the 
underlying problem of measuring the value added 
to output by banking, it would appear that the 
present procedure, all things considered, is the 
most satisfactory devised so far. Whatever its 
particular limitations, it attempts to measure a 
real element of income and product in the business 
economy and permits a sensible solution to the 
problem of allocating income by industries. 

An imputation essentially similar to that for 
banking is made in connection with investment 
trust type of financial institutions. 


Life insurance and mutual financial intermediaries 
other than life insurance 


The treatment of life insurance involves the 
second major type of imputation which is 
made in connection with financial intermediaries. 
Imputations are introduced because the standard 
national income and product classifications break 
down owing to the combined saving and insurance 
functions performed by life insurance. It is not 
possible to classify the explicit transactions which 
occur between life insurance companies and their 
policyholders into the conventional classifications 
of current receipts versus capital transfers and 
of consumption and saving. Accordingly, in the 
income and product accounts imputed transac- 
tions are substituted for the explicit transactions. 

Specifically, claims and premiums are dis- 
regarded. Next, the property income of life 
insurance companies which is withheld to the 
account of policyholders is treated as if it were 
actually disbursed in the current period. This 
item becomes imputed interest in the net interest 
component of income. Finally, the companies 
are regarded as explicitly charging policyholders 
for their services, as measured by operating ex- 
penses. An imputation equal to these expenses 
is entered in the business account under sales to 
persons. It appears in personal consumption 
expenditures as “Expense of handling life in- 
surance.” 

That a balance between the income and prod- 
uct accounts is secured if life insurance is treated 
in this manner can be seen most simply by realiz- 
ing that, as far as the totals are concerned, life 
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insurance companies have in effect been treated 
as individuals rather than businesses. Claims and 
premiums have been cancelled as though they 
constituted transfers among individuals; property 
income received by these companies has been 
converted via the interest imputation into prop- 
erty income received by policyholders; and operat- 
ing expenses incurred by the companies have been 
converted by means of the service charge im- 
putation into final purchases made by policy- 
holders. The balance of the Consolidated Busi- 
ness Income and Product Account thus reflects, 
in essence, the balancing accounts of the business 
system other than life insurance. 


Net interest paid (a component of na- 
tional income) is computed by adding all 
nongovernment monetary and imputed 
interest payments and subtracting there- 
from all nongovernment monetary and 
imputed interest receipts. Net imputed 
interest paid is the difference between im- 
puted interest paid and imputed interest 
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received. The relationship of net imputed 
interest paid to net interest paid is shown 
in Table VI. The steady rise in the pro. 
portion of the former to the latter between 
1929 and 1946 and the steady decline 
thereafter are readily apparent. In 194 
monetary interest received exceeded mone. 
tary interest paid. Without imputations 
for interest paid and received the net in- 
terest component of national income would 
have been negative. The relative signif. 
cance of net imputed interest appears to 
vary inversely with the degree of national 
prosperity (as measured by national in- 
come) from 1929 through 1946. During 
the years 1947-50, however, the propor- 
tion of net imputed interest to national 
income remained nearly constant while 
national income rose substantially. 

As Table VI reveals, services furnished 


TABLE VI* 


NONMONETARY INCOME AND Propuct FLows ARISING IN CONNECTION WITH FINANCIAL INTERMEDIARIES 
1929-50 


Net Imputed Interest Paid 


Services Furnished Without Paymeni by 
Financial Intermediaries Except 
Insurance Companies 


Year Percent of Percent of 
(millions of : millions o Perso : 
dollars) Net National dollars) Consumption National 
Interest Income Expenditures Income 

1929 2,230 34.1 2.6 1,278 1.6 1.5 
30 2,154 34.9 2.9 1,141 1.6 1.3 
1 2,080 35.0 ana 1,017 1.7 1 ee 
2 1,930 35.5 4.6 872 1.8 21 
3 1,791 35.7 4.5 757 1.6 1.9 
4 1,860 39.2 3.8 793 i.5 1.6 
5 1,853 40.8 3.3 792 1.4 1.4 
6 1,956 43.7 3.0 843 1.3 1.3 
7 2,029 46.4 2.8 876 1.3 1:2 
8 2,006 46.8 3.0 818 43 1,2 
9 2,048 48.6 2.8 817 
40 2,080 50.7 2.6 792 1.1 1.0 
1 2,161 52.5 = 852 1.0 8 
2 2,314 59.4 ‘7 904 1.0 ay 
3 2,407 71.7 1.4 948 9 6 
4 2,700 86.1 1,186 | 
5 2,965 98.5 1.6 1,325 1.1 7 
6 3,200 109.5 1.8 1,499 1.0 8 
7 3,338 94.2 Oe 1,532 9 8 
8 3,694 85.2 1.7 1,710 1.0 8 
9 3,946 80.4 1.8 1,838 1.0 8 
50 4,316 80.1 1.8 2,009 1.0 8 


* Sources: Supplement, tables 1, 2, 37, and 39. 
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without payment by financial intermedi- senting admission fees, are made in consumer 


ies except insurance companies were ¢*Penditures. 
P No imputation is made for radio broadcasting 
more important in relation to personal 

- a a and television in measuring national product. 
consumption expenditur es and national Formal neatness can be given to this omission by 
income in 1932 than in any other of the general reference to thelimitation of imputations 
years 1929-50. The year of least relative to items that are associated with factor incomes, 
importance was 1943. Following 1943 the the ground that broadcasting services do not 
level of relative significance of these im- accrue to a distinct factor of production, but to 


the consuming public owning receiving sets at 
puted services has been higher but changes |jarge. However, it would seem preferable not to 


have failed to indicate a definite trend in stress this point unduly and to recognize the es- 


either direction. sentially arbitrary and tradition-based nature of 
the decisions that must be made in this area. 
The Validity of Imputations Admittedly, defense of the imputations 


Some of the weaknesses of imputations C@mnot rest upon grounds that they are 
of the types presented in the preceding generally recognized as elements of real 
portions of this section are apparent. The ‘come or that they may readily be as- 
compilers of national income and product sociated with factor incomes. There are 


statistics in the Department of Commerce 00 many elements of real income clearly 
are aware of the limitations of these im- sociated with specific factors of produc- 
putations, as is evidenced by the following 0D which are not imputed in the com- 
quotation from pages 31 and 32 of the pilation of national income and product 
Supplement: statistics. One of the most significant is 

In the present estimates, adjustments have that: of the services: of papener eas in 
been made to take account of institutional peculi- deed, there can hardly be a consistent de- 
arities to the extent of imputing factor returns fense on theoretical grounds of the impu- 
in the form of income in kind and entering cor- tations of income selected for inclusion in 
responding imputed items in personal consump- national income and product data. In the 
tion expenditures. Even in this direction cogni- nal analysis, as admitted above, tradi- 


zance has been taken, in the main, only of sizable availability of! date: are often the 
and unequivocal types of factor income in kind 


which have come to be recognized through tradi- determining factors. 
tion as elements of real income. It is apparent In view of the fact that not all elements 
that other additions to the national output could of real income can be measured for com- 
be made if the relevant information were avail- pilation of income and product data, of 
able. For example, income and consumption ex- 
penditures could be imputed for health services what value — the imputations which _ 
and recreational facilities provided by business, tually are being made? Are they enlighten- 
which are not counted because they are charged ing to the users of published data, or is 
to current cost by business. there a possibility that they serve to con- 
The limitation of imputations to cases clearly fyse? Are users of national income and 
associated with factor incomes serves to confine product data accustomed to thinking in 
the field, but it is not a principle of selection which . ay . A 
could be firmly defended on theoretical grounds. terms of implicit transactions and real in- 
The services of the radio broadcasting and telee Come, OF would limitation of the data to 
vision industries are an outstanding example of the results of monetary transactions con- 
an item which is not listed in the national product form more closely to their concepts of in- 
because it is financed by business via charges come and product? In view of the answers 
that are made to current cost. Yet radio broad- to th . he i 4 d 
casting and television are important forms of ot eee questions, are t € imputations - 
recreation, similar to legitimate theaters and scribed earlier of sufficient magnitude to be 


motion pictures for which explicit entries, repre- of significance? 
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TABLE VII 


RELATIONSHIP OF IMPUTED INCOME AND 
Propuct TO NATIONAL INCOME 
1929-50 


Total Imputed Income and Product* 


Amount 
(millions of 


Percent of 
National 


Soma 
KP Ue OOo 


12,123 


* Including 
(1) Wages and salaries paid in kind. 
(2) Rental value of owner-occupied houses. 
(3) Food and fuel produced and consumed on 
farms. 
(4) Net imputed interest paid. 

Table VII reveals the quantitative sig- 
nificance of the four types of imputed in- 
come considered in this discussion. In 
1934 imputed income was at its lowest in 
terms of absolute amount ($4,323 mil- 
lions) and in 1945 it was at its highest 
($12,692 millions). In terms of its propor- 
tion of national income, imputed income 
was relatively most significant in 1932 
(11.8% of national income) and least sig- 
nificant in 1948 (5.0%). In general the 
relative significance of total income im- 
putations has varied inversely with na- 
tional prosperity. This pattern is espe- 
cially clear during the first thirteen years 
of the period 1929-50 and considerably 
less clear from 1942 through 1950. 

It is undeniable that the imputations of 
income considered here assume great im- 


portance when studied in relation to cer. 
tain components of national income and 
product. For example, theoretical rentals 
of owner-occupied houses and imputed 
interest paid are significant income ele- 
ments when considered in relation to ren- 
tal income of persons and net interest paid 
respectively. Such imputed data must un. 
doubtedly hold great interest for those en- 
gaged in housing and banking activities, 
Further, these imputations cannot be re- 
garded as of small quantitative signifi- 
cance in relation to the total of national 
income. For example, in 1950 the sum of 
imputed income ($12,123 millions) ex- 
ceeded in amount each of the following 
components of national income: govern- 
ment civilian wages and salaries ($5,101 
millions); supplements to wages and 
salaries ($7,489 millions); rental income of 
persons ($8,039 millions); and corporate 
dividends ($9,169 millions). Farm income 
in 1950 ($13,687 millions) exceeded total 
imputed income by only approximately 
$1,500 millions, and in many of the years 
1929-50 farm income was exceeded by the 
total of income in kind. 

Admitting the quantitative significance 
of imputed income, the question that re- 
mains concerning imputations is one of 
concept. There is an appealing neatness 
about an income concept which excludes 
imputations some of which are hardly 
tenable. If all elements of real income can- 
not be included in national income, should 
imputations be made for those few most 
easily measured? Furthermore, applying 
the test of pragmatism, should the con- 
cept of income and product of greatest 
usefulness in national income analysis in- 
clude or exclude income in kind? The 
questions raised here may be debated at 
great length. It is deemed sufficient for 
present purposes to have pointed out the 
quantitative significance of income impv- 
tations and some of the conceptual prob- 
lems involved. 
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THE NATIONAL INCOME AND PRODUCT ACCOUNT* 


RAYMOND NASSIMBENE 
Department of Commerce 


the National Income and Product 
Account is the production account for 

the entire output of the U. S. economy. 
Total unduplicated costs of producing the 
nation’s output of products and services 
are listed on the left (debit) side of the ac- 
count while the market values of final prod- 
ucts and services produced are listed on 
the right (credit) side of the account. The 
purpose of this section is to explain the 
nature and content of this important ac- 
count in business-accounting terms. Most 
of the national-income terms in the pro- 
duction account are used also in business 
accounting and have a similar meaning. 
Examples are wages and salaries, corporate 
profits after taxes, etc. But in other in- 
stances, the terminology is different. A 
good example is the term “personal-con- 
sumption expenditures.” In business ac- 
counting, this term would probably be 
labeled ‘‘sales to persons.’’ When such dif- 
ferences in terminology occur, an attempt 
will be made in this section to use both 
terms, e.g., sales to persons (personal 
consumption expenditures). 

This section contains: 

A. A discussion of the content of the 
production account; 

B. A discussion of subsidiary produc- 
tion accounts; and 

C. An explanation of the conceptual re- 
lationship between the erdinary profit- 
and-loss statement and the production ac- 
count. 


I: THE NATIONAL-INCOME ACCOUNTS, 


CONTENT OF THE PRODUCTION ACCOUNT 

First, consider the output (credit) side 
of the production account. 

The U. S. output of final products 


* The views expressed are those of the author and 
not necessarily those of the Department of Commerce. 


(gross national product) totaled $282.6 
billions in 1950. Who bought it? From the 
product (credit) side of Table 1 of the 
Supplement! (page 148), we have: 


Billions 
of $ 
1. Sales to persons (personal consumption 
193.5 


2. Sales to private business of new construc- 
tion and equipment, and increases in busi- 
ness inventories (gross private domestic 
3. Net exports less net gifts to foreigners (not 


foreign —2.3 
4. Sales to government (government pur- 
chases of goods and services)............ 42.5 
Total U. S. output (gross national 


What did persons buy for this $193.5 
billion? From Table 30 of the Supplement 
(page 193), we have the following esti- 
mates of sales to persons (personal-con- 
sumption expenditures) by broad groups 
of commodities and services: 


Billions 
of $ 
II. Clothing, accessories, and jewelry 22.9 
V. Household operation ............. 26.4 
VI. Medical care and death expenses..... 9.5 
X. Private education and research ..... 1.8 
XI. Religious and welfare activities. ..... 1.8 
XII. Foreign travel and remittances, net... 1.1 
Total purchases by persons (per- 
sonal consumption expenditures) 193.5 


Further detail is shown in Table 30 of the 
Supplement for each of the twelve group- 
ings. 
What did private business buy in the 


to the National Income Supplement, 1951 Edition, 
the Survey of Current Business. 
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form of new capital assets (gross private 
domestic investment)? From Tables 2, 
31, and 33 of the Supplement, we have the 
following estimates of business expendi- 
tures for new construction, new equip- 
ment, and increases in business inventories 
of stocks of goods: 


New private construction (Table 31) 


Residential building 

Nonresidential building 

Public utility . ‘ 

Farm construction. 

Petroleum and natural-gas we 
All other private. 


New-equipment purchases by private business 
(producers’ durable equipment) 


Changes in business inventories, LIFO basis 
(Table 33) 


Total business purchases of new construction 
and equipment and changes in business in- 
ventories (gross private domestic invest- 


48.9 


Further detail is published for these groups 
in the designated tables of the Supple- 
ment. 

What was the nature of the net foreign- 
trade balance of $—2.3 billions? In Table 
V (page 149) of the Supplement appear the 
following estimates: 

Billions 


of $ 
Net wages, interest, dividends, and branch 
profits accruing to U. S. residents........ 3 


Compensation of 


Wages and salaries (p. 161).... 
Supplemental payments (p. 163, 201 ). 


Net exports of 
chases from 
From business 
From government... . 
From persons 


s less net gifts (net pur- 


Net exports less gifts (net foreign in- 


More detail is shown in Table 11 
Supplement (page 156). For still further 
detail see June 1951 Survey of Curren 
Business, pp. 18-19, particularly the com- 
ponents of the yearly total of $—2,304 
millions labeled ‘“‘Net foreign investment” 
for the year 1950. 

What did government buy? Total pur- 
chases by government amounting to 


$42.5 billions were: 
State & 
Total Federal Local 
(billions of dollars) 
22.8 19.7 
Compensation of employ- 
ees and armed services 20.9 10.8 10.1 
Net purchases from busi- " 
9.5 


3.4 
Further detail is shown in Table 9 of the 
Supplement (page 155). 

We now turn to the cost (debit) side of 
the production account. What was the 
nature of the costs of producing the 1950 
output of $282.6 billions? From the cost 
(debit) side of the production account 
(Table I, page 148 of the Supplement), 
we have: 

Billions of $ 


Income of unincorporated enterprises before LIFO! adjustment (p. 165) 
LIFO! adjustment unincorporated enterprises (p. 177, 200) 


Rental income of persons 


Corporate profits before tax and before LIFO adjustment (p. 167) 


Corporate profits tax liability (p. 169) 


Corporate profits after tax (p. 171, 203)............ 


Dividends to persons (p. 173) 
Undistributed profits (p. 175) 


LIFO! adjustment (inventory valuation adjustment) 
Corporate enterprises (p. 177, 2 
Net interest (p. 179, 202) 


National Income (p. 159) 


' Designation of “LIFO” is an approximation; sce discussion in Appendix 1. 
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Business transfer payments (p. 202) 


Current surplus of government enterprises less subsidies 


Total costs before depreciation (charges against net national product).......................055 
Depreciation (capital consumption allowances) (Table 4, p. 


Total costs of output (charges against gross national 


Details by industries and other break- 
downs are given in the Supplement for 
many of these cost components; the rele- 
vant pages are indicated in the foregoing 
table. 

The cost terms in the foregoing table are 
in large part self-explanatory. However, 
they differ in some important respects 
from similar accounting terminology. Brief 
definitions, in which an attempt is made to 
point out these differences, are given in 
appendix 1 at the end of this paper. 


THE SUBSIDIARY PRODUCTION ACCOUNTS 


The production account of the U. S. 
economy may be regarded as consisting of 
four subsidiary production accounts cover- 
ing business, persons, government, and 
foreign trade, respectively. The business 
production account includes the produc- 
tion activity of business firms, including 
that of government enterprises. The per- 
sons production account consists of wages 
paid by persons to other persons (domes- 
tics for example) and interest paid by 
persons to business or government. The 
government production account consists 
of wages paid by government to govern- 
ment employees including the armed serv- 
ices; interest paid by government is not 
counted as a part of production since these 
payments relate primarily to the cost of 
past wars and do not add to current out- 
put. The foreign production account con- 
sists of net payments to U. S. residents of 
wages, interest, and profits after income 
taxes. Of these four production accounts, 
the business account includes about 90 
percent of all output. A summary of the 


National Income 


Indirect business tax and nontax liability.............. 


production account and the four sub- 
sidiary accounts for the year 1950 appear 
on the next page. 

In the national-income accounts, the 
business production account is shown sepa- 
rately in the Supplement (see Table II, 
Consolidated Business Income and Prod- 
uct Account, 1950, p. 148). The other 
production accounts are not shown sepa- 
rately but as an identifiable part of the in- 
come and expenditure accounts. Conse- 
quently, except for the business account, 
the subsidiary production accounts must 
be derived from an analysis of the income 
and expenditure accounts. In these ex- 
penditure accounts, output items are 
listed first and then subtotaled as “income 
originating and net and gross product” 
(see Tables ITI, IV, and V, p. 149). These 
production items are abstracted from the 
expenditure accounts to construct the pro- 
duction accounts for persons, government, 
and foreign trade. 


RELATIONSHIP BETWEEN THE PRODUC- 
TION ACCOUNT AND THE PROFIT-AND- 
LOSS STATEMENT 


It is worth noting that, conceptually 
the production account may be derived 
from a summary of profit-and-loss state- 
ments by a rearrangement of items. The 
nature of the adjustments required can 
readily be ascertained by remembering 
that the production account is to show 
total output of final products on one side 
(credit), total costs on the other (debit) 
and all duplications of either costs or out- 
put are to be eliminated. 

The problem of duplication is particu- 
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larly important. On the cost side, these to avoid duplication. On the product side, 
duplications take the form of purchases the intermediate products have already 
for current account; on the product side been counted once in the sales of final 
they take the form of sales to business products. A final product is defined as 
firms of items which will be charged to purchase not charged to business expense 
cost of sales and other expenses by the quring the accounting period. Final prod- 
uct output, it will be recalled, consists of 


purchasing firm during the accounting pe- 
riod. These intercompany transactions of 


products and services for current account 1. Sales of goods and services to persons 
for personal use (i.e., purchases for 
personal use), 


of the purchasing company (intermediate- 
product transactions) must be eliminated 


Summary or U. S. Propuction Costs AND Propuct Ourrut By Sources, 1950 


(Billions of Dollars) 
Supporting detail in italics 


Account Source 
Item Total Busi- Per- Govern- 
ness sonal eign 
Production Costs (debits) 

Income of unincorporated enterprises before LIFO! adjustment.... 37.5 wea 

LIFO adjustment, unincorporated enterprises................... —1.5 —1.5 

Rental income of persons................ 8.0 8.0 

Corporate profits and their disposition......................... 41.4 40.3 1.18 

LIFO! adjustment (inventory-valuation adjustment) of corporate 

Indirect business tax and nontax liability....................... 23.8 23.8 

Current surplus of government enterprises less subsidies.......... —0.3 —0.3 

Total costs before depreciation (charges against net national 
Depreciation (capital-consumption allowances).................. 21.1 21.1 
Total cost of output (charges against gross national product).... 282.6 aan.7 5 20.9 1.3 
Disposition of Final Product Output (credits) 

Sales to persons (personal-consumption expenditures)............ 193.5 184.5 7.7 1.3 

Sales to government (government purchases of goods and services).. 42.5 18.2 20.9 3.4 

Sales of capital assets to business and business-inventory changes 

Net exports of goods and services less gifts (net foreign investment). —2.3 ai —3.4 

Total outpué (gross national 282.6 252.7 20.9 1.3 


* Less than $.05 billions. 


} Designation of “LIFO” is an approximation; see discussion in Appendix 1. 


2 After income taxes. 
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2. Sales of goods and services to govern- 
ment (i.e., government purchases), 

3. Net exports, and 

4, Sales of new capital assets to business 
and business inventory increases. 


As an example of duplication, consider the 
sale of tire fabric to a tire manufacturer. 
To count such sales as output would re- 
sult in duplication since the cost of the 
fabric is already reflected in the final price 
at which the tire is sold to a person for his 
use. Only the sale of the tire for personal 
use is counted as output. If the tire were 
sold to another business firm for its own 
use, and thus charged to current expense, 
the sale of the tire itself would be an “in- 
termediate-product” sale and would not 
be counted as a part of output. 

On the cost side of the production ac- 
count, these intermediate-product costs 
in the form of purchased materials and 
supplies are already included in the form 
of wages, interest, taxes, profits, etc., of 
the original suppliers of the product. Du- 
plication is eliminated by netting pur- 
chases of materials and supplies against 
sales. For the economy as a whole, these 
purchases of “intermediate” products and 
services will cancel out against sales of 
intermediate products and services. 

Aside from duplications, adjustments 
are also necessary to place all product out- 
put items on the output side and all cost 
items on the cost side. Examples of such 
adjustments are the following: 

Imports on the cost side are transferred 
to the product side as an offset against 
exports. Inventory changes are transferred 
from the cost side to the product side since 
they must be added to sales to obtain out- 
put. 

Any remaining income items other than 
for sales of final products and services 
must be transferred to the cost side and 
netted out against similar cost items. Ex- 
amples are interest received and dividends 
received. 
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The following hypothetical example il- 
lustrates the procedure whereby the pro- 
duction account may be derived from a 
summary of profit-and-loss statements. 
The first double-entry column contains 
the profit-and-loss summary for an econ- 
omy. The second double-entry column 
shows the adjustments which are neces- 
sary to convert the P&L summary to a 
production account. The final double- 
entry column contains the derived produc- 
tion account. 

It is sometimes desirable to know the 
contribution to output by individual com- 
panies or groups of companies. For ex- 
ample, it may be desirable to compute 
such a measure by industries. In such in- 
stances, final products of the industry 
would not in general be a measure of out- 
put. In the steel industry, for example, 
virtually all production is intermediate in 
character; conversely, the output of air- 
craft assemblers would be nearly all final 
product. Consequently, what is needed is 
a measure of the output known as the gross 
product originating in the industry. Es- 
sentially, gross product originating may 
be defined as the total sales of products 
and services (including both intermediate 
and final products) plus inventory in- 
creases less purchases. Thus gross product 
originating is a method of measuring the 
contribution to total output by a given 
company or group of companies in which 
all duplication has been eliminated; it is 
another way of computing output and 
gives a grand total output identical to the 
final product approach previously de- 
scribed. The final-product approach pro- 
vides output data classified by types of 
final products while the product originat- 
ing approach can be used to provide out- 
put data classified by industries. On the 
cost side, each approach provides the same 
type of data, i.e., cost of wages, interest, 
etc. An example of the product originating 
approach is given in Appendix 2. 
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EXAMPLE OF CONVERSION OF PROFIT AND Loss SUMMARY STATEMENT FOR AN 
Economy TO A PropuctTiIon ACCOUNT 


Profit & Loss Adjustments Production 
Summary Account 
Expense Income Costs Output 
Cr Dr Cr Dr Cr 
(millions of dollars) 
Sales to persons.................. 175 175 
Sales to government 45 45 
Sales of equipment to business............ 75 75 
Sales of materials and services to business. . 190 190! 0 
ET 1 18 
Dividends received... 2 24 
Inventory increase. .. 55 —5 
Costs (debits) 
Purchases of materials and mcggeine 
(domestic) . . 190! 
Imports. . 1 1? 
Wages. .. . 210 210 
Depreciation. . 35 35 
Interest paid. 3 18 2 
Profits after taxes. ase ; 22 24 20 
Dividends paid. . 5 3 
Undistributed profits. ... 17 17 
490 490 199 199 291 291 


Explanation of adjustments: 


* To eliminate duplications due to business purchases for current account by matching purchases against sales 


of these materials and services (i.e., intermediate products). 
? To deduct imports from exports and count only the net balance as final product output. 
5 To net interest costs of business by deducting interest income of business from interest costs of business. 


* To net dividend payments of business by deducting dividends received by business from dividends paid by 


business. 


§ To count business inventory increases (+) or decreases (—) as output. 


From the production account columns 
of the conversion table, the following pro- 


duction account is drawn. 


Propuction Account (NATIONAL INCOME AND Propuct Account) 
(Millions of Dollars) 


Costs (debits) 


Net i interest 2 
Net dividends paid...... 3 
Undistributed profits................. 17 
Total unduplicated costs. (Total charges 


against gross national product)............ 


Output (credits) 
Sales to persons (personal consumption expend- 
Sales to government (government purchases). . 
Net exports less gifts (net foreign investment) 
Sales of capital assets to business and inven- 
tory change (private domestic investment) 


Total output of final products and services. 
(Gross national product)................. 


175 
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In actual practice, the production esti- 
mates are not made from a summary of 
profit-and-loss statements because such 
summaries are not available either in suf- 
ficient item detail or for the entire econ- 
omy. Many more-or-less independent 
sources are used. Frequently the data are 
by-products of administrative operations. 
Examples are wage and salary statistics 
from social-security statistical tabula- 
tions; profits, interest, and dividends from 
Bureau of Internal Revenue statistical 
tabulations. In other instances, the data 
are from tabulations of statistical agencies 
such as the Bureau of the Census. In most 
instances, the compiled data require fur- 
ther processing in order to derive national- 
income estimates. Part III of the Supple- 
ment contains detailed statements on how 
the various components are estimated. 
Some indication of the relative accuracy 
of the various components is also given. A 
general statement on the conceptual 
framework of the National-Income Sta- 
tistics is given in Part II of the Supple- 
ment. 

In presenting the broad outlines of the 
production account, no attempt has been 
made to cover every point. Many of the 
subtleties are lost. For these details, the 
reader is again referred to the Supplement, 
particularly Part Ii; Part III and the 
statistical tables in Part V may also be of 
interest. 


APPENDIX 1—DEFINITION OF 
COST COMPONENTS 


In the brief definitions which follow, an 
attempt is made to point out the im- 
portant differences between these national 
income terms and similar business ac- 
counting terms. These definitions are 
taken in large part from the Supplement 
(pp. 52-54). 

Compensation of employees is the income 
accruing to employees in payment for 


work. From the employer’s point of view, 
it is the direct cost of employing labor 
and consists of wages and salaries and sup- 
plements to wages and salaries. Wages 
and salaries consist of earnings of employ- 
ees including executives’ compensation, 
commissions, tips, bonuses, and payments 
in kind. Supplemental compensation, not 
commonly regarded as wages and salaries, 
consist of employer contributions to social 
insurance and to private pension funds, 
compensation for injuries, etc. 

Income of unincorporated enterprises 
measures monetary earnings and income in 
kind of sole proprietorships, partnerships, 
and producers cooperatives from their 
current business operations. An exception 
is the rental income of persons who are 
not in the real-estate business; such income 
is listed under “rental income of persons.” 

The inventiory-valuation adjustment is 
the difference between the change in book 
value of inventories and the change in the 
value of inventories measured in terms of 
current dollars. With one exception, this 
adjustment approximates the adjustment 
that would be necessary to put nonLIFO 
inventories on a LIFO basis. The excep- 
tion is this. During a period when stocks of 
inventories are falling, the LIFO basis 
would value the inventory reductions of 
physical quantities on a last-in-first-out 
basis even though the inventories may 
have been acquired several years previ- 
ously. The national-income method, how- 
ever, would value these reductions at the 
current dollar value (see pp. 38 and 39 of 
the Supplement). 

Rental income of persons consists of the 
net earning from real-property holdings of 
persons not primarily engaged in the real- 
estate business, the rental income of per- 
sons primarily engaged in the real-estate 
business being included in income of unin- 
corporated enterprises, and that of corpo- 
rations ‘in corporate profits. Rental in- 
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come of persons is net before income taxes 
and includes an estimate for the imputed 
rental income of owner-occupied homes. 
This procedure assumes that home-owners 
rent to themselves; as a consequence, 
rent is imputed for owner-occupied homes 
(see items IV-1 and IV-3 in Table 30 
of the Supplement) and expenses are 
then estimated against the rent to de- 
rive the difference of rental income of 
persons in much the same manner as is 
done with rental housing. (See Table 39, 
p. 203 of the Supplement for estimates of 
imputed rental income.) 

Corporate profits before tax are the earn- 
ings of corporations organized for profit 
which accrue to residents of the nation, 
before Federal and state profit taxes, ex- 
clusive of depletion charges and capital 
losses or gains. 

Corporate profits-tax liability consists of 
Federal and state income taxes. 

Net interest represents the difference be- 
tween interest income and interest ex- 
pense. Substantial imputations are in- 
cluded since it is assumed that the inter- 
est income of financial intermediaries such 
as banks accrue to depositors who in turn 
are assumed to pay an equal amount as 
service charges. Interest income of life 
insurance companies is assumed to accrue 
to persons. Table 37, p. 202, of the Sup- 
plement shows the various components of 
net interest for 1950 to be as follows: 


Total Monetary 
Imputed 
(billions of dollars) 
Interest paid by business....... 13.2 7.4 5.8 
Interest received by business... 9.7 8.2 1.5 
Net interest paid by business. 3.5 —0.8 4.3 
Interest paid by foreigners. . 
Interest received by foreigners. . 
Net interest paid by foreigners me on 
Interest paid by persons....... 4,7 1.7 


wn 
w 


Total net interest cost... . 


: 


National income is defined as the aggre- 
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gate earnings of labor and property ac. 
cruing out of the current production of 
goods and services. National income con. 
sists of the compensation of employees, the 
profits of corporate and unincorporated 
businesses, net interest, and the rental ip. 
come of persons. 

Indirect business iax and nontax lia- 
bility include sales taxes, motor vehicle 
licenses, property taxes, etc. 

Business transfer payments consist pri- 
marily of corporate gifts to nonprofit 
institutions, bad debts, etc. 

The statistical discrepancy is a balanc- 
ing item and is the difference between 
total estimated costs of producing output 
and the total estimated output of goods 
and services. The entry is necessary since 
the cost and output sides of the production 
account are compiled from many sources. 
In this respect, the compilation of na- 
tional estimates differs from the account- 
ing records of a company wherein costs 
and output are derived from a single sys- 
tem of records devised specificially for 
the purpose. In national-income estima- 
tion, many statistical data used are the 
products of administrative operations 
(e.g., data on wages from social-security 
records; data on profits, inventories, divi- 
dends, and interest from Bureau of In- 
ternal Revenue tabulations). Further- 
more, data collected by statistical agencies 
often require considerable processing in 
order to derive the special-purpose totals 
called for in the national-income estimates. 

Current surplus of government enler- 
prises less subsidies includes the opera- 
tions of agencies engaged in a business 
type of operation. Such agencies sell 4 
product or service for which they are paid 
by the buyer. Examples are the postoffice, 
the Reconstruction Finance Corporation, 
and the Tennessee Valley Authority. A 
complete list appears on p. 61 of the sup- 
plement. The item current surplus of 
government agencies refers to the surplus 
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from operations of these enterprises; the 
surplus item is developed from business- 
type profit-and-loss statements excluding 
interest income and expense, deprecia- 
tion, and capital gains or losses. The sub- 
sidies item represents subsidies paid to 
business by government. The magnitude 
of the government enterprise component 
of costs is shown in the various industry 
tables previously referred to. 

Charges against net national product is 
the net output of goods and services pro- 
duced during the year. It excludes allo- 
cated costs of equipment produced in 
previous years in the form of depreciation 
(capital consumption allowances). 

Depreciation (capital-consumption al- 
lowances) is essentially depreciation on 
original cost, except farm depreciation 
which is on a replacement-cost basis. In 
1950, the following items comprised capi- 
tal-consumption allowances (from Table 
4, p. 151, of the Supplement): 


Billions 
of $ 
Depreciation charges. . . . 
Accidental damage to fixed capital.......... .6 
Capital outlays charged to current expense... 2.9 
Capital-consumption allowances........ 21.2 


Farm depreciation comprised about one- 
seventh of the total charge for capital- 
consumption allowances (see p. 138 of 
the Supplement). 

Total costs of output (charges against 
gross national product) represents total un- 
duplicated costs (including profits) of pro- 
ducing the total output of final products 
and services during the year. 


APPENDIX 2—OUTPUT COMPUTED BY 
THE PRODUCT ORIGINATING 
APPROACH 


As indicated earlier, total output (gross 
national product) may also be computed 
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conceptually by using a product-originat- 
ing approach. On the product side, the ap- 
proach may be either by individual groups 
(e.g., industries) which are then totaled or 
by using U. S. totals. The formula for de- 
riving output totals is simply total sales 
minus total purchased goods and services 
plus inventory increase. Thus, in the hy- 
pothetical example sales totaled $487 
millions, purchases $191 millions, inven- 
tory increase $—5 (i.e., a decrease). Thus 
total output (gross national product) 
equals 487 — 191 —5= $291 millions. 

Using these figures as control totals, 
suppose that we have a two-industry 
economy with the following sales, pur- 
chases, and inventory increases: 


All Industry Industry 
X Y 


Indus- 
lries 
487 297 190 
191 100 91 
Inventory increases.... —5 —3 —2 


From the foregoing, we apply the formula 
(sales minuse purchases plus inventory 
change) to derive the following output by 
industries (product originating): 


Output by industries may also be de- 
veloped from the cost side of the produc- 
tion account by adding cost components. 

The product originating approach is, in 
a sense, a special case of the final product 
approach. If for example, the final prod- 
ucts approach is applied on an industry 
basis, output can be derived by industries. 
For any given industry, however, output 
will consist not only of final products sold 
by the industry but also net interindustry 
sales (intermediate products). The latter 
entry may be positive or negative. A two- 
industry example follows: 
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As before, a production account may be constructed, this time by industries: 


Indusiry 
is (debits) 

All x Y 

Total unduplicated costs (gross product originating by industry)......... 291 194 97 
Output (credits) 
Sales to persons (personal consumption expenditures)...................0005 175 40 135 
Sales to government (government 45 15 30 
Net exports less gifts (net foreign 1 2 —1 
Sales of capital assets to business and inventory increase (private domestic in- 
Net interindustry sales (+-) and purchases (—) for current account (intermediate 
Total unduplicated output (gross product originating by industry)....... 291 194 97 
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drawn between national income sta- 

tistics and social accounting, despite 
the close relation that exists between the 
two fields. The former field is viewed as 
being concerned with compilation and 
publication of isolated aggregate figures 
such as national income or gross national 
product which purport to provide over-all 
pictures of a nation’s total economic ac- 
tivity. The latter field is concerned with 
details of structure and intra-sector flows 
in the context of a double-entry system 
of accounts. As a proper part of the sys- 


[: THIS PAPER a distinction will be 


* The views expressed in this paper are purely per- 
sonal and should not be construed as bearing any official 
sanction or status. 


tem of social accounts various national 
income statistics may be synthesized. 
But social accounting provides much more 
in the way of detail and systematic an- 
alysis. 

Despite its relatively recent origin, 
social accounting possesses marked ad- 
vantages over the more traditional na- 
tional-income-statistics approach. Rooted 
in the latter field it has taken a step for- 
ward in the way of subjecting these sta- 
tistics to systematic accounting treatment. 
Hence, its concepts, or at least its basic 
methodology, lie closer to the practices 
with which accountants are already famil- 
iar. Thus, it seems appropriate to approach 
this review from the view point of social 


= 
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accounting despite the fact that most 
countries have not evolved to this stage 
of development. 

A review of the status of social account- 
ing in countries throughout the world re- 
veals certain salient features: (1) the 
paucity of published literature on this sub- 
ject, (2) the existence of wide differences 
in country concepts and execution, and 
(3) the important promise held for the 
future arising from the work of various in- 
ternational agencies such as OEEC (Or- 
ganization for European Economic Coop- 
eration) working with ECA-MSA (Econ- 
omic Cooperation Administration-Mutual 
Security Agency) and U.N. (United Na- 
tions). 

Under the impetus of the Marshall Plan 
much progress has been made in develop- 
ing standardized definitions of the various 
concepts and accounts, and in fitting the 
available estimates for a number of Euro- 
pean countries into a uniform system of 
national accounts. The former has been 
largely the work of the OEEC and is em- 
bodied in its publication, A Standardised 
System of National Accounts? In separate 
studies of the OEEC this sytem has been 
applied to the national accounts data for 
a number of countries.* Using a somewhat 

1 On a regional basis this work is being furthered by 
activities of the Pan-American Union and various 
regional groups such as the economic commissions for 
Europe, the Far East and Latin America. 

2 Prepared by the National Accounts Research Unit, 
Organization of European Economic Cooperation, 
Cambridge. J. R. N. Sone, Director. The present 
version published April, 1952, was preceded by: 

A Simplified System of National Accounts, Cambridge, 
April, 1950. A Standardized System of National Ac- 
counts, Cambridge, November, 1951. 

An earlier report, Measurement of National Income 
and the Construction of Social Accounts, United Nations, 
Geneva, 1947, including an appendix, Definition and 
Measurement of National Income and Related Totals, 
by Richard Stone, contains an excellent discussion of 
the nature and purpose of social accounting as con- 
trasted with national income statistics. This appendix 
provided the initial basis for the later reports referred 
to above. 

3 Cf. National Accounts Studies, Switzerland, Den- 
mark, and A Report on the Information Relating to the 
National Accounts of France, all published by the 


National Accounts Research Unit, Organization for 
European Economic Cooperation, Cambridge. 
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more simple accounting system, the ECA 
has prepared, in so far as data were avail- 
able, national accounts on a comparable 
basis for most of the countries participat- 
ing in the Marshall Plan.‘ 

Actually the report, A Standardized 
System of National Accounts, is in the na- 
ture of an accounting manual with ac. 
companying definitions, statements of ob- 
jectives and methods. In recognition of 
the backward stage of social accounting 
in most countries an effort has been made 
to arrange this manual on the simplest 
level which will portray the major ele- 
ments of structure and function of an 
economy. 

Because of its importance for the im- 
mediate future, it may be well to begin 
with a brief summary of this manual. De- 
spite the continuous revisions which the 
manual has undergone, and the prospect 
that this process will continue for some 
time into the future, it is likely that the 
core of the approach adopted in the pres- 
ent manual will remain intact.5 


ELEMENTS OF THE OEEC MANUAL 


The purpose of a national system of ac- 
counts is to provide information concern- 
ing the economic activity of a country in 
concise and comprehensive fashion. This 
requires a systematic method of classify- 
ing economic transactions. This may be 
done in a variety of ways. One classifica- 
tion may be by type of economic activity, 
e.g. business, government, and households. 
Another classification may be by type of 
economic function, e.g. production, distri- 
bution, and disposal of income, and the 
formation of capital. 


4 National Accounts Data Book, Economic Coopera- 
tion Administration, Washington, D. C., 1951. 

5 While this article is being prepared, a Committee 
of Experts on National Income, under the chairmanship 
of Richard Stone and sponsored by the Statistical 
Office of the United Nations, is meeting to advise that 
office on the preparation of a system of national ac- 
counts for use by economically developed as well a8 
under-developed countries. 
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Such account classifications may bear 
any amount of elaboration. Ordinarily at- 
tention in account design is limited only 
to major functional subdivisions such as 
production and consumption cross-classi- 
fed by distinguishing between transac- 
tions on current and capital account. Since 
balancesheet (or stock) features enter in 
only abbreviated form, because major at- 
tention is focused on production and distri- 
bution of income, transfers of existing real 
assets are generally neglected. 

At the simplest level the manual pro- 
vides for a social accounting structure 
based on three sectors and six accounts. 
Provision is made for further expansion 
as country needs and abilities dictate. But 
the objective is to provide at least a mini- 
mal basis of inter-country comparability. 
Providing that countries which are more 
backward in their social accounting are 
brought up to this minimal level, no par- 
ticular trouble® will arise from the fact 
that accounts are maintained in much 
greater detail by more advanced countries. 
The accounts of such advanced countries, 
insofar as the recommendations of the 
manual are followed, may then be con- 
solidated to this minimal basis for inter- 
country comparability. 

The three sectors for which the manual 
recommends that accounts be kept are: 
(1) business enterprises, (2) general gov- 
emment, and (3) private households 
and private non-profit institutions. These 
terms are defined and illustrated in some 
detail in the manual and related docu- 
ments.’ Business enterprise, as that term 


* Apart from differences in practice and terminology. 
These differences would then occupy a place similar to— 
although different in degree—the differences to be found 
in commercial accounting practice in America. As is 
well known, many companies follow the format and 
terminology recommended by the American Institute 
of Accountants. But this similarity in format may mask 
divergences in meaning and practice. For a discussion 
of such differences in social accounting see J. B. D. 
Derksen, “The Comparability of National Income 
Statistics,” a U.N. paper delivered before the World 
Statistical Congress, 1947. 
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is employed in the manual, is intended to 
include all economic institutions which 
are organized to produce and sell to the 
general public at prices which are at least 
intended to cover costs of production. This 
category includes governmental enter- 
prises organized or operated with such an 
end in view. For compactness, the two 
might be lumped under the common 
label, enterprises. Such organizational en- 
tities are to be distinguished from general 
government.® General government is com- 
posed of all government agencies other 
than government enterprises. Households 
and private non-profit institulions® com- 
prise all individuals who are normally 
resident’® of the country in question and 
all institutions other than those classi- 
fied under business enterprise or general 
government. Clubs, churches, foundations, 


7 See A Standardized System of National Accounts, 
op. cit., pp. 26 ff. In its survey (New York: 1950, p. 5), 
Nati Income Statistics 1938-48, the Statistica] Office 
of the United Nations notes that the following sector 
accounts are usually maintained by countries using the 
social accounting approach: (1) business enterprises, 
(2) final consumers, (3) general government, and (4) 
rest of the world. But ‘very few countries have found it 
feasible to draw up the system of operating accounts, 
appropriation accounts, capital accounts and reserve 
accounts recommended in the League of Nations 
report (Measurement of National Income and the Con- 
struction of Social Accounts, No. 7, United Nations, 
Geneva, 1947).’ 

8 Loc. cit. 

® Loc. cit. 

10 The manual goes to some length in developing the 
differences between domestic and L income. 
From the point of view of an international agency there 
are certain advantages that attach to the concept of 
domestic as contrasted with national economic activity. 
The manual distinguishes between the two by means 
of the concept of normal resident. Following BPM 
(Balance of Payments Manual, International Monetary 
Fund, January, 1950) a normal resident of a country is 
defined so as to include tourists, commercial travellers, 
counsular officials, etc., who may be travelling or living 
abroad, but not citizens of a country who usually live 
abroad in non-consular capacities. Diverging from the 
definition given in its t manual (A Simplified 
System of National Accounts (pp. 2-3), the current 
version of the OEEC manual follows BPM in its treat- 
ment of foreign branches and subsidiaries. Production 
and income are ascribed to the territory in which pro- 
duction takes place but the profit of branches is ac- 
crued to the parent concern or home office. National 
Income is then defined as the factor income accruing 
to normal residents. It is, thus, distinguished from do- 
mestic income arising from economic activity within the 
domestic territory of a given country. 
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etc., which are not established primarily 
with the aim of earning a profit or render- 
ing services to enterprises, represent the 
sort of institutions this classification is in- 
tended to cover. Such organizations may 
be regarded as institutions formed for the 
purpose of group consumption. 

The six “accounts” recommended are: 
(1) National product and expenditure ac- 
count, (2) national income account, (3) 
consolidated appropriation account for 
general government, (4) consolidated ap- 
propriation account for households and 
private non-profit institutions, (5) consoli- 
dated capital transactions account, and 
(6) consolidated account for the rest of the 
world. These “accounts” may be viewed 


Production Account 
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as controlling accounts for a more de 
tailed series of accounts. Actually their 
status is more of the character of an ac. 
counting statement or report for classify. 
ing and summarizing transactions. 

The nature and function of these major 
accounts may be clarified by reference to 
the four accounts which are _recom- 
mended for each sector: (1) production ac. 
counts, (2) appropriation account, (3) 
capital transactions account, and (4) ex. 
ternal account. The relations between 
these various accounts and the manner in 
which transactions are handled is shown 
in the following T-accounts. Intra-sector 
transactions are, of course, eliminated. 

The following illustration was under- 


Appropriation Account 


(1) Sales 
(2) Subsidies 


Production expense: exclu- 
sive of wages, profits and 
interest* 


(4) a. Materials and sup- | (3) Value of physical in- 
plies ventory increase 


(5) b. Indirect Taxes 


(6) c. Depreciation and 
other operating 
provisions 


(7) Value added by sec- 
tor (factor income- 
wages + profits + in- 
terest-+-direct taxes) 


Capital Transactions Account 


(10) Transfers to other 
sections _ including 
consumption and di- 
rect taxation 


(7) Value added 


(8) Income from invest- 
ments 


(11) Savings (9) Transfers from other 


sectors 


External Account 


(13) Capital transfers and | (11) Savings 
lending 
(6) Depreciation and 

other operating pro- 


(3) Value of physical in- 
i visions 


ventory increase 


(12) Capital transfers and 
borrowing 


* Other than interest on consumers’ debts which, through the appropriation account, is treated as part of con- 


sumption. 


(1) These sales include transactions in capital assets as well as current account, but only capital assets ps 
riod. Sales of previously produced assets are not part of production during t i 
and are, thus, excluded since the objective is to measure current flows rather than changes in balance sheet 


and sold during the 


(1) Sales 
(2) Subsidies 


(4) Production expenses 
materials and sup 
plies 


(8) Income from invest- 
ments 


(5) Production expense: 
indirect taxes 


(10) Transfers to other 
sectors 


(9) Transfers from other 
sectors 


(12) Capital transfers and 
borrowing 


(13) Capital transfers and 
lending 


position. Since the sales are to other sectors the offset debit is recorded in the external account. 
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taken in order to portray as accurately as 
possible the character of the accounting 
system recommended in the manual. More 
detail is provided in the references from 
which these materials were adapted." It is 
dear, therefore, that the manual provides 
the beginnings of a complete, articulated 
system of accounts. In terms of the usual 
system criteria it has: (1) defined the en- 
tities or sub-entities (the economy and 
its sectors) for which accounting is to be 
undertaken, (2) specified the structure of 
the statements, reports, etc., by means of 
which the accounts are to be organized, 
and (3) detailed the system of accounts by 
means of which the transactions are to be 
classified. Unsatisfactory though the sys- 
tem may be in other respects, it can hardly 


1 See supra footnote 2. 
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be denied that this is an important begin- 
ning. 

For an economy these sector statements 
or accounts provide materials of interest 
in their own right. For example, the ex- 
ternal accounts provide a record of inter- 
sector transactions, including transactions 
with foreign countries. By appropriate 
consolidations and supplementations with 
data from other sources these accounts 
may also be made to yield significant in- 
formation on items such as gross (and net) 
national or domestic production, na- 
tional income, and capital formation 
covering the entire picture of national or 
domestic economic activity. 

In the proposed OEEC system, the con- 
solidated production account is debited 
with national income (the sum of values 


(2) To record additional income received by the sector. Subsidies may, alternatively, be regarded as a deduction 
from production expenses on the debit side of the production account. The offset debit is to the external ac- 
count which, on the debit side, records receipts from other sectors and, on the credit side records pzyments or 
disbursements to other sectors. 

(3) To complete the record of current production, inventory increases (for which production expenses were in- 

curred) are added to the credit side of the production account. (This entry and the exclusion of transactions 

on previously existing assets distinguish the underlying concepts from the standard forms of statements em- 
ployed in commercial accounting. In the latter type of statements these items would be handled as balance- 
sheet entries and capital gains and losses as income-statement items. The manual, of course, makes no pro- 
vision for balance sheets since the underlying concepts as applied to social accounting have never been fully 
developed and the means of acquiring the data far beyond the present abilities of most countries.) The debit 
is to the capital transactions account since this activity results in an increment to the assets of this sector 

(and the economy). 

This item represents a purchase from other sectors and, hence, the offsetting credit is entered in the external 

account. 

(5) Indirect, as distinct from direct, taxes, are treated as a production expense, among other reasons, because 
it is assumed that such taxes are shifted and hence included in the price of goods sold. This is so-called market- 
price valuation. If included in (7), value added at market price rather than value added at factor cost is 
obtained. 

(6) This entry represents the capital consumption allowances. The credit is to the capital transactions account. 
The credit entry would, thus, be analogous to the current addition to a depreciation reserve while the debit 
would be analogous to depreciation expense if full balance sheet and income statement treatment were under- 
taken. 

(7) This figure represents the net gain (wages, profits, interest) to the economy resulting from the economic ac- 
tivity of this sector. As previously explained, it is valued at factor cost rather than market prices. The offset 
is thus to the appropriation account which may be regarded as analogous to a credit to earned surplus, ear- 
marking the amounts (from current earnings) available for distribution, consumption, and investment to 
persons engaged in productive activities in this sector. 

(8) This entry represents receipts from investments in other sectors. The offset is, thus, a debit to the external 
account. 

(9) This account covers items such as imports from other sectors including ROW (rest of the world), social se- 
curity payments by the government to this sector, etc. The offset entry is a debit to the external account. 

(10) This entry covers expenditures for consumption, direct taxation, social security payments to the government 

and other distributions made by the income recipients of this sector. The offset entry is a credit to the external 
account representing disbursements to the other sectors. 

(11) This is a residual figure. The credit is to the capital transactions account. 

(12) This records, on gross basis, all receipts of capital (real and money) from other sectors. The debit is to the 

external account. 

(13) This records, on a gross basis, capital disbursements (real and money) to other sectors. The credit is to the 

external account. 


(4 


| 
de- 
heir 
ac- 
sify- 
ajor 
€ to 
om- 
ac- | 
(3) 
ex- 
T in 
wh 
ctor 
der- 
vest- 
ther 
nses 
sup- 
nse: 
ther 


226 


added by all sectors, after allowances for 
factor payments and receipts from the rest 
of the world), depreciation, and indirect 
taxes. On the credit side of the consoli- 
dated production account are entered the 
expenditures of the several sectors for 
final products. This covers household and 
general government expenditures for goods 
and services, business expenditures for 
fixed capital plus net changes in inven- 
tory, and net foreign investment. The 
credit side, thus, shows gross national ex- 
penditure at market prices divided be- 
tween current and domestic capital ex- 
penditures. The gross national product, 
against which these expenditures are 
levied, is, of course, shown on the debit 
side of the statement. 

The national product and expenditures 
account is, as has already been noted (see 
supra p. 4), one of the six major “ac- 
counts” or global statements of the econ- 
omy recommended in the manual. The 
other five may, similarly, be derived by 
appropriate adjustments and extensions 
relative to the sector accounts. The ap- 
propriation accounts of the various sec- 
tors may be combined into a single ap- 
propriation account for the nation. Al- 
ternatively, a national income account and 
consolidated appropriation accounts for 
general government and for households 
may be derived.“ Finally, consolidated 
capital accounts and a consolidated ac- 

#2 The treatment of goods and services purchased 
and factor income payments and receipts from the 
rest of the world depends on whether a national or 
domestic total is desired. See op. cit. p. 30 ff. 

4% In the process of consolidation materials and 
supplies are eliminated. These amounts are, thus, 
treated in a manner analogous to the ordinary account- 
ing treatment of intra-company sales in preparing con- 
solidated income statements. 

4 The production account refers primarily to the 
business enterprise sectors. General government and 
households, since they are not regarded as engaged in 
production, require only income (or appropriation) 
and capital accounts. The contribution of general 
government to the national product is valued at the sum 
of current government expenditures net of purchase of 
goods and services from enterprises. General govern- 


ment contribution to the national product thus consists 
of wages, salaries, rents, etc. 
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count for rest-of-the world may be derived 
by reference to the capital and externa] 
accounts of the various sectors. Depending 
upon the type of data available, richness 
in detail can be supplied either on the face 
of major statements or in supporting 
schedules. Moreover, the six major ac- 
counts—as distinct from the sector ae- 
counts—present an integrated over-all pic. 
ture of the nation’s economic activity on 
a double-entry basis: The debit of national 
income to national product account is 
balanced by a credit to national income. 
On the debit side of the national income 
account are displayed the dispositions 
made of this income between consumption, 
direct taxes, and savings. Since these 
debits arise from the consolidated ap- 
propriation accounts of general govern- 
ment and households they may be classi- 
fied and presented in other ways. In case 
classification by type of income is of in- 
terest this may be undertaken if the rele- 
vant information is available. The debit 
“compensation of employees” as well as 
the debit “income from property and en- 
trepreneurship” may be regarded as one 
part of a double-entry system in which 
the credit is reflected in the consolidated 
appropriation account of households. Sav- 
ings, direct taxes, etc., appearing on the 
debit side of the national income account 
are similarly reflected in credits to the 
other appropriate consolidated accounts. 

Perhaps of greater interest to account- 
ants than the double-entry mechanics is 
the general basis of accounting recom- 
mended and the reasons therefore: 

16 The difference in treatment between direct (in- 
come) and indirect (excise) taxes is based on classical 
tax-incidence theory. Indirect taxes are assumed to 
be shifted and not born by the producer. They are in- 
cluded in market prices but excluded from factor in- 
come (wages, profits and rents). But national income 
is calculated prior to deduction of direct taxes. It is 
assumed that these taxes are born by the individual 
income recipient (whether paid by him personally or 
his corporate representative) and hence the item is 
treated, in the national income account, as part of his 


income disposition. 
8 Op. cit., p. 46. 
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“The general rule adopted... is to record 
transactions at the moment when a sum of money, 
or the equivalent, becomes due and assignable 
in respect of obligations to, goods sold or services 
rendered by, an enterprise, institution or person. 
The magnitude appearing in the system must 
therefore in principle be considered not as actual 
payments and receipts but as flows of payables 
and receivables in respect of the economic activ- 
ity of each accounting period.” 


Thus the accrual, as distinct from the cash 
or obligations, basis of accounting is ac- 
corded frank recognition. As the manual 
goes on to state: 


“The general rule thus given accords with that 
adopted in ordinary business practice, further- 
more, statistics of production and sales reflect 
essentially the output and, where inventory 
changes are recorded, the transference of goods 
and services rather than the corresponding finan- 
cial settlements which are involved.” As a con- 
sequence, over a considerable part of the trans- 
actions to be recorded in a system of national 
accounts the information ordinarily available 
will approximate to the desired basis of recording. 
There are, however, certain exceptions where 
important groups of transactions are normally 
recorded on a receipts and payments basis. The 
most obvious example relates to the transactions 
recorded in the accounts of public authorities 
which are usually recorded on a receipts and 
payments basis and which, in principle at any 
rate, require adjustment before they can be 
introduced into a national accounting system. 
Ina similar way, information on foreign transac- 
tions provided by exchange controls frequently 
relates to actual payments and receipts and also 
stands in need of adjustment if it is to be fitted 
into the system described here.” 


Before concluding this section it may 
be well to list some of the advantages of 
social accounting. As contrasted with the 
“global” approach, the advantages of 
social accounting are set forth as follows 
in National Income Statistics 1930-1948: 


For illustrative treatment of the relations between 
commercial and social accounting practice with respect 
to treatment of items such as financial settlements see 
the earlier article in this issue, by Raymond Nassim- 
bene, “The Use of Double-Entry Accounting in the 
U. S. National-Income Accounts.” 

18 New York: Statistical Office of the United Nations, 
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“(a) Even if no attempt is made to measure 
all the items in the working system of accounts, 
this approach permits the structure of transac- 
tions to be set out in a consistent way. Therefore, 
it provides a means of handling conceptual prob- 
lems when passing from general theoretical defini- 
tions to their empirical equivalents. It aiso allows 
the logical relationships between the definitions 
of the national income totals and related aggre- 
gates to be seen clearly. 

“(b) Since it enables one to indicate, in a 
systematic way, the interrelation of various sets 
of transactions, including the equivalants to 
any aggregate, it makes possible the most efficient 
use of the statistical information available. If 
various sets of aggregates which are connected by 
logical relationships are measured or estimated 
directly, statistical discrepancies may arise. The 
necessary adjustments may be carried out in a 
general way starting from the accounting ap- 
proach. 

“(c) A social accounting system offers a frame- 
work for a systematic collection of information 
on transactions. It makes it possible to review 
the statistical material available and to indicate 
where the gaps exist, and thus it may serve as a 
programme for research. 

“(d) A system of social accounts can be drawn 
up in different ways depending on the particular 
theoretical system on which it is based. By means 
of an accounting approach, the practical impli- 
cations of any theoretical system can readily be 
worked out in detail. A social accounting approach 
thus provides a means for developing classifica- 
tions of transactions which satisfy both theoretical 
and practical criteria. 

“(e) The social accounts provide a means for 
describing the structure of an economy and the 
way in which its parts and various aggregates 
are related. Thus, the social accounts... are 
particularly useful in connection with economic 
planning and forecasting, since any attempt to 
predict the magnitudes of economic variables 
must necessarily take into account the logical 
relationships among various aggregates. Obvious- 
ly, single unrelated totals, such as the national 
income..., cannot be very useful in this re- 
apect......” 


1950, pp. 4-5. A more detailed discussion of this matter 
may be found in the publication Measurement of Na- 
tional Income and the Construction of Social Accounts, 
particularly the material in the Appendix under the 
title, Definition and Measurement of the National Income 
and Related Totals (Geneva: United Nations, 1947) pp. 
112-113. 
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THE STATUS OF SOCIAL ACCOUNTS IN 
VARIOUS COUNTRIES 


As previously the status of social ac- 
counting varies widely among countries. 
In a strict sense, integrated national ac- 
counts are available in very few cases. 
Recent work, especially that of the ECA 
in fitting available data into an integrated 
system of accounts for selected Marshall- 
plan countries has served, in large part, 
to emphasize the gaps in existing informa- 
tion. These gaps must be filled before 
systematic accounting will yield more 
than token results. 

Even where recent estimates are avail- 
able attention has been centered, for the 
most part, on aggregate national income 
statistics. Little information is available 
on individual sectors or sector flows. For 
some countries only a single figure, nation- 
al income, is available based on the crud- 
est estimates such as an assumed per capi- 
ta income multiplied by latest available 
population figures. 

The following tabulations are intended 
to present a rough picture of country 
practices in the fields of social accounting 
and national income statistics, Of course, 
any such listing is hazardous. Questions 
of accuracy, currency, and completeness 
are so intertwined as to make any resolu- 
tion difficult in arriving at overall assess- 
ments and classifications. The picture is 
further complicated by differences and 
changes in country practices and concepts. 
In this new and rapidly changing field, 
such ratings and classifications at best 
become obsolete within a short space of 
time. 

Countries for which estimates are pre- 
pared in the favor of an integrated national 
accounting system on a continuing basis 
are as follows: 


Australia New Zealand 
Canada Norway 
Denmark Sweden 

Ireland United Kingdom 
Netherlands United States 
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Countries for which estimates in the favor 
of a national accounting system are avail- 
able as the product of special studies or 
which, while integrated in form, lack 
certain basic detail are: 


Chile Japan 

France Philippines 

Honduras Surinam (Dutch Guiana) 
Indonesia Switzerland 


Still other countries compile and publish 
“global” or aggregate figures which are 
not subjected to treatment in a system 
of social accounts. Countries for which 
such estimates are available for relatively 
recent years, as well as the general nature 
of these estimates, are set forth in Table I. 

In addition to the above information 
provided by country sources the ECA has, 
as previously noted, undertaken compila- 
tions for certain Marshall-plan countries 
and attempted, where possible, to treat 
these figures in terms of a uniform system 
of accounts devised by ECA officials.” 
In form, the ECA system is closely re- 
lated to that provided in the OEEC man- 
ual. It is composed of five accounts, three 
of which show the current transactions of 
general government, households or, rather, 
a personal income account) and the rest 
of the world. Capital transactions are 
shown in a fourth account while the fifth 
account consists of a consolidated produc- 
tion account to which are debited receipts 
of income by households and government 
and the retention of income by enter- 
prises. The production account is credited 
with current expenditures of households 
and governments and the capital expendi- 
tures of enterprises. The net balance of 
exports over imports is also credited to 
this account. The sector accounts and the 
combined capital account show as debits 

18 For a discussion of the ECA social accounting 
system see Richard Ruggles, National Income Account- 
ing and Iis Relation to Economic Policy (Paris: Economic 
Cooperation Administration Office of the S 
Representative, 1949). A summary discussion may also 


be found in National Accounts Data Book (Washing- 
ton: Economic Cooperation Administration, 1951). 
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Tasre I 
National Income Net Geographical Since 
Country peng Product by National 
Totals at Distribution Industrial Expendilur 
Factor Cost by Shares Origin p ’ 
Argentina 1951 
1949 
Belgian Congo 1949* 
Belgium... 1951 x 
Bolivia. . 1940* 
Brazil. . 1949 
British Guiana. 1942* 
British West Indies 1942* 
Bulgaria. . 1945 
1950 
Ceylon. 
1 

China. . \1946* 
Colombia 1949 x x 
Cuba. . 1951 x 
Csechoslov. akia.. 1948 
Dominican Republic 1946 
Ecuador. 1949* 
Egypt... 1948* 
El Salvador 1946 
Finland . 1950 x x 
Germany 1951 x 
Greece. . 1949 x 
Guatemala 1949* x 
Hungary . 1947 
India. . 1948 x 
Israel . 1950* x 
Italy.. 1950 x 
Jamaica ; 1949 
Kenya. . 1951 x x 
Luxembourg 1949 

1950 
Mexico... 1950 
Northern Rhodesia. . 1950 x 
Nyasaland. . 1938* 
Pakistan . 1949* 
Panama. . 1944* 
Paraguay. 1950* 
Peru... 1949 x x 
Poland 1948 
Portugal. . . 1950 
Puerto Rico. . . 1949 x x 
Southern Rhodesia . 1950 x 
Spain . . ; 1949 
Syria. . 1950* 
Thailand 1949 
Turkey... 1951 x 
Union of South Africa 1950 x 
Uruguay . . 1948* 
Venezuela . 1949* 
Yugoslavia 1951 


* Indicates that only isolated figures not forming a series are available. In some cases the available figures may 
not provide estimates of national income at factor cost. 

Source: Statistics of National Income and Expenditures, United Nations: New York. August 1952. The deter- 
mination of the availability of specific data is that made by the Statistical Office of the United Nations. 
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TaBLe IT 
Govern- Indus- | Compo. 
oT ses at son evenue | of Pay- in rear- | of Gros 
Country Source of | Product| Income | and menis | Capital | down of 
mg GNP | Account | Account| Outlay | Account | Account | National) Formg. 
(Current) Product | tion 
Poor | Private x 
Belgium...... Fair Private x x x 
Denmark..... Good | Official x x x x x x x 
France....... Fair Semi x x x x x x x x 
Germany Official 
(Western)..| Poor | Private . x x 
Greece....... Poor | OEEC x x x 
Iceland....... Poor | OEEC x x x 
Treland....... Fair Official x x x x x x x x 
Netherlands. .| Good | Official x 4 x 
Norway...... Good | Official x x x x x x x x 
Sweden...... Good | Official x x x x x x x x 
, ee Poor | Official x x x 
United Good | Official x x x x x x x x 
Kingdom | 


the expenditures entered in the production 
account and as credits the previously noted 
debits to the production account. Supple- 
mentary schedules are provided showing 
the end uses of national product, and its 
origin by industry as well as the composi- 
tion of gross investment by type of capital 
equipment. In contrast to the OEEC 
system, however, the ECA system avoids 
numerous separate schedules by introduc- 
ing the detail directly into the accounts. 
On the whole the ECA system does not 
have as clearly demarcated a conceptual 
framework of the sector accounts as does 
the OEEC system. Rather than moving 
through the four accounts (production, 
appropriation, capital, and external) pro- 
vided for each sector by OEEC, the ECA 
system tends to work directly with the 
major accounts or statements. But where- 
as OEEC provides for 6 major accounts 
or statements—(1) national product and 
expenditure, (2) national income, (3) con- 
solidated appropriation account for general 
government, (4) consolidated appropria- 
tion account for households, (5) consoli- 
dated capital account, and (6) consoli- 
dated account for the rest-of-the world— 
the ECA system provides 5 major accounts 
—(1) national income and product ac- 


count, (2) personal income account, (3) 
consolidated government current receipts 
and expenditures account, (4) rest-of-the 
world account, and (5) gross savings and 
investment account. 

The ECA attempted to fill out these 
accounts for 13 Marshall-plan countries. 
Owing to lack of adequate information 
no attempt was made to apply the system 
to Italy, Portugal, Switzerland, and 
Trieste. For five countries, Austria, Ger- 
many (Western), Greece, Iceland *and 
Turkey, only the expenditure side of the 
product account could be shown. In effect 
the accounting system as such could only 
be applied to Denmark, France, Ireland, 
Norway, Sweden, and the United King- 
dom. Even in these cases the applications 
can only be regarded as formally satis- 
factory because of differences in concepts, 
quality of data, and country practice. 

Table II, adapted from the National 
Accounts Data Book,® shows the general 
character of the information availabie 
for each of the countries included in the 
ECA studies.” 

20 Washington: Economic Cooperation Administra- 
tion, 1951. 

™ References to U. S. practices are, by and large, 


omitted since these are covered in detail in other sec- 
tions of this volume. 
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BASIC DATA REQUIREMENTS FOR ESTI- 
MATION: THE PRODUCT AND INCOME 
APPROACHES 


Estimates of national product are gener- 
ally based on statistics of production 
(stated in physical or value terms) as 
determined from detailed censuses or else 
estimated from output data valued at 
market prices. An effort is usually made 
to confine estimates formed from the latter 
types of data to materials (and equiva- 
lents) which are relatively homogenous in 
character so that they can be readily 
valued by pricing individual items or 
by using simple averages of prices. 

Employment of production data to 
derive estimates of national product 
necessitates distinguishing between final 
and intermediate products, since it is 
only the former which should be included 
in the value of final output. Estimation 
of direct services to households and govern- 
ment as well as determination of value 
added by construction transportation and 
distribution is also required. Although 
use of such data may facilitate determi- 
nation of the division of national product 
by industry of origin it does not naturally 
lend itself (unless supplemented by con- 
siderable amounts of additional informa- 
tion) to determining the distribution of 
income by factor shares. Similar difficulty 
is experienced in determining the acquisi- 
tion of capital goods by industries. 

Carefully applied, production data can 
be;used to produce accounts of consider- 
able interest and usefulness. In addition 
it lends itself to more recent developments 
in social accounting techniques which 
extend to so-called input-output analyses.” 
Norway, Sweden and Denmark rely heav- 
ily on this approach and have succeeded 


®See W. Duane Evans and Marvin Hoffenberg, 
‘The Interindustry Relations Study for 1947,” Review of 

‘onomics and Statistics, May, 1952, and W. W. Cooper 
and A. Henderson, “An Economic Introduction to the 
Mathematics of Linear Programming,” Review of Eco- 
nomic Studies, forthcoming. 


231 


in producing estimates which command 
respect not only for accuracy but also 
for wealth of detail. Both Norway and 
Denmark have also made the natural 
extension of this method of estimation 
by undertaking construction of relatively 
simple input-output tables for the major 
industrial sectors of their respective econo- 
mies. In addition to the power and flexi- 
bility added to social accounting by the 
methods of input-output analysis, such 
tables serve to check and improve the 
accuracy of the data entering into the 
other social accounts. This check is pro- 
vided by the need, in input-output analy- 
sis, for relating inputs to outputs and the 
tracing through on a systematic double- 
entry basis of outputs from one industrial 
sector to another and to households, gener- 
al government, and the rest of the world. 

Use of production data as a basis of 
estimation is most often found in countries 
lacking extensive taxation statistics or 
in countries which are relatively under- 
developed in the sense that they possess 
large “non-monetary” areas. In a certain 
sense this approach lends itself to develop- 
ment of more accurate and uniform totals. 
It is relatively easy, under this method, 
to appraise the coverage of the data and 
the valuations may be undertaken by a 
central statistical office on a more uniform 
basis. 

By contrast, the income approach re- 
quires heavy dependence on the coverage 
of tax reports (or other statistics-of-income 
sources) and the valuations implicit in 
such data. Estimates formed in this man- 
ner are generally based on business and 
personal tax data supplemented by pub- 
lished financial statements of business 
and government. Wages and other pay- 
roll data are obtained as a by-product of 
various social insurance plans. Since the 
estimation of income by factor shares 
requires, at some stage, a determination 
of receipts, expenses and income, this 
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approach rests more heavily on the stage 
of development of accounting practices 
than does the use of product information. 
In countries or economic sectors (e.g., 
households) where accounting practices 
are underdeveloped the income approach 
required supplementation. Income by fac- 
tor shares may be determined by analyses 
of real product or determined as a residual. 
By isolating depreciation, indirect taxes 
and subsidies the income approach lends 
itself to ready derivation of many of the 
totals (such as income at factor cost) 
which are desired for satisfying the re- 
quirements of the OEEC manual. No 
country relies exclusively, however, on 
the income approach. On the one hand, 
this approach faces the limitations im- 
posed by undeveloped accounting prac- 
tices in many areas. On the other hand, 
there is the need, in any event, for checking 
the information so obtained by reference 
to product data as well as the need for 
information which is best supplied by 
reference to the latter kind of data. 

In rough general terms it may be said 
that national account totals are derived 
from production data in economies where 
substantial amounts of the nation’s out- 
put is not produced in, or does not pass 
through, entities which maintain adequate 
accounting systems with accompanying 
classifications of receipts, expenses, and 
income by accounting periods, and with 
accompanying distinctions between capital 
and other expenditures. Underdeveloped 
economies as well as those in which pro- 
duction predominantly occurs in small 
economic entities, therefore, generally 
adopt the product approach. In addition, 
developed economies lacking income sta- 
tistics or unwilling to rely on income-tax 
(or other accounting) data have either 
adopted the product approach outright 
or else rely on it for supplying the basis 
of estimates covering substantial economic 
segments. Where the product approach 
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is used in this fashion only an approxi- 
mation to the accrual basis suggested by 
the OEEC manual can be obtained. 


SPECIAL PROBLEMS OF VALUATION 


The problem of the valuation of output 
is mainly that of drawing boundaries be- 
tween production and consumption—de- 
fining the latter to include not only the 
flow of goods and services to households 
but also the using up of fixed and current 
capital. While recent years have witnessed 
an increasing degree of agreement between 
countries on many of the more controver- 
sial points, substantial differences still 
exist. In part these differences result from 
the kind of information which is available; 
in part they reflect willingness or unwill- 
ingness to undertake the estimates or 
imputations necessary to repair such 
informational deficiencies. Even after al- 
lowance is made for these factors, concep- 
tual differences still remain, especially in 
the definitions of capital formation and 
consumption, and in the treatment of 
financial intermediaries such as banks and 
insurance companies. Within the brief 
compass of this discussion only illustrative 
examples of some of the more important 
problems can be undertaken. Omissions 
of other problems or failure to include 
specific country reference does not indi- 
cate agreement on these points. 


Financial Intermediaries 


The problem of determining the net 
output of financial intermediaries is com- 
plicated by the fact that these institutions 
seldom cover their entire costs from 
specific charges for their services. In many 
countries banks are able to show a net 
gain only because their investment income 
exceeds interest paid to depositors. If 
the net product of banks is valued in the 
same fashion as that of other industries, 
awkward results may ensue. Exclusion 
of investment income from the produc 
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tion account of financial intermediaries 
may yield a negative value added figure 
for this sector. To avoid this awkward 
result several different treatment are used. 
The method used in the U. S. and 
Canada (and proposed by the OEEC) is 
to value the product of banks as the sum 
of the income originating there, including 
investment income, and then to allocate 
this between final and intermediate prod- 
uct on the basis of deposit ownership. 
Australia treats banks as a_ separate 
sector, the product of which equals the 
income originating in banks plus the 
services purchased from other industries 
less the charges made for services. Norway 
and Indonesia use a similar valuation 
scheme but include banks in the household 
sector. This procedure does away with the 
need to impute the value of services be- 
tween business and consumers as well as 
between business subsectors. In the bulk 
of the cases, however, country practices 
have not reached the stage where the 
problem has gained explicit recognition. 


Consumer Expenditures 


Virtually all countries agree as to the 
general concept of consumer expenditures 
but a large number of countries omit some 
or all of the non-marketable part of their 
economy owing to lack of information on 
which to base estimates. The rental value 
of owner-occupied dwellings as well as 
actual rental payments are generally in- 
cluded in consumer expenditures. Unpaid 
housewives services are universally ex- 
cluded. Income in kind, such as food, 
clothing and shelter received by employees, 
as well as the income of self-employed 
persons are generally regarded as elements 
of national income. To the extent that they 
can be estimated these items are, for the 
most part, included with consumer ex- 
penditures. Items such as transportation, 
medical and other services furnished 
free by employers are generally regarded 
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as business costs and excluded from con- 
sumer expenditures. Consumers durable 
goods, except housing, are on practical 
grounds generally treated as current 
expenditures, even though their services 
may be yielded over long periods. An 
exception to this practice may be found 
in Australia where new automobiles are 
excluded from consumer expenditures. On 
the whole the tendency is toward ever 
more inclusive extensions using whatever 
imputations or judgmental estimations 
may be required. Although the hard core 
of consumption estimates rest on reason- 
ably firm and reliable data, the peripheral 
items are composed of an agglomeration 
of imputations, extrapolations, interpola- 
tions, and more or less informed judg- 
ments. 


Government Expenditure 


Although numerous small differences 
still exist, the measurement of the product 
of general government, including the 
military, has been relatively standardized 
in recent years. Generally, these services 
are measured on the basis of total wages 
and salaries paid. Income in kind and pen- 
sion and social insurance fund contribu- 
tions are also usually included. This 
practice makes no distinction between 
fund and intermediate services or services 
rendered to business. There is, thus, a 
tendency to overstate the final aggregates 
for countries in which the government 
performs many services to business as 
contrasted with countries where such 
services are furnished privately. 

Interest on the national debt (as well 
as interest on consumer loans) is gener- 
ally excluded from national income and 
treated as a transfer payment. The major 
exception to this practice is found in the 
inclusion, as an element of national income, 
of interest on that portion of the debt used 
to finance government enterprises and to 
purchase other real assets. Interest on 
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foreign loans and interest on debt of 
government enterprises is included in 
national income in Australia, New Zea- 
land, Norway, Sweden, the United King- 
dom and several other countries. 

The large scale extent of foreign aid, 
reparations, occupation costs, etc., has 
made the treatment of these items a mat- 
ter of some importance. Usual practice 
is to include such items as part of the 
national expenditures of the countries 
making them. In contrast to the United 
States, where it is included in govern- 
ment expenditures for goods and services, 
most countries treat foreign aid as a part 
of the nation’s exports. 


STATUS OF NATIONAL INCOME STATIS- 
TICS IN VARIOUS COUNTRIES 

Availability of Estimates 

A fairly comprehensive picture of the 
concepts and definitions used in the prepa- 
ration of national income statistics can 
be obtained from publications of the 
Statistical Office of the United Nations. 
In addition to a description of the statis- 
tics, these publications contain estimates 
for the major totals and subdivisions 
(when available) for the years since 1938. 
This makes it possible to obtain a rough 
assessment of county estimates when 
matched against the adjustments neces- 
sary in U.N. attempts to reduce these esti- 
mates to more or less uniform bases. 

Table III provides some insight into 
differences in country practices. It com- 
pares, for a selected set of countries, the 
published estimate of national income at 
factor cost with an estimate which has 
been adjusted to obtain closer conformance 
to the U. N. Statistical Office definition 
of the concept. In most cases the adjusted 
and country estimates are in close agree- 
ment. For Argentina the official estimate 
covers gross national product at market 
prices. The adjusted figure excludes de- 
preciation, indirect taxes and interest and 
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dividends payable abroad. Although in. 
cluded in the standardized concept, no 
allowance is made for rent on dwellings, 
In the case of Norway the original esti. 
mate is for net national product at market 
prices; the adjusted figure excludes in. 
direct taxes less subsidies. The Swedish 
estimate is for gross national product at 
factor cost which includes repair and 
maintenance expenditures in line with 
Scandinavian practice. The adjusted figure 
excludes depreciation and _ repair-and- 
maintenance expenditures. 

Taste III 


NATIONAL INCOME AT Factor Cost ADJUSTED 
FoR INTERNATIONAL COMPARISONS 


1948 
Original Adjusted Units 
(million) 

Argentina....... 31,000 25,340 pesos 
Australia........ 1,937 1,877 pounds 
,900 251,000 francs 
2,272 2,192 rupees 
334.1 329.5 pounds 
New Zealand..... 419.1 414 pounds 
11,890 9,141 kronor 
Sweden......... 26,380 21,420 kronor 
United Kingdom. 10,057 10,057 pounds 
United States.... 223,500 224,186 dollars 


Source: Statistics of National Income and Expendi- 
ture, Feb. 1952, United Nations, New York. 

The concept of gross national product or 
expenditure, which is becoming more wide- 
ly used than was the case prior to World 
War II, possesses certain advantages over 
the traditional concept of national income. 
It is relatively simple and easy to grasp. 
Included within the concept are such 
economically significant totals as personal 
and current government expenditure (or 
consumption defined broadly), and public 
and private capital formation, generally 
treated as gross domestic investment. 
Since these concepts are usually defined 
on a domestic rather than national basis, 
exports of goods and services are excluded 
but imports as well as changes in claims 
on current account are included in gross 
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national product and expenditures. 

While government and private invest- 
ment is often measured directly, consumer 
expenditures are in nearly all cases ob- 
tained by indirect means or derived as a 
residual. The provisional results secured 
in this manner may, therefore, throw some 
doubt on the relative magnitudes of con- 
sumption and investment. Canada and 
Australia estimate the major share of 
private investment by means of expendi- 
ture data. More recently the United King- 
dom has had recourse to sample expendi- 
ture data drawn from approximately 3000 
industrial firms. With good sampling 
methods this should provide reliable in- 
vestment figures. Elsewhere this figure 
is obtained from an analysis of production 
data for “investment type” goods. In a 
few cases such investment figures are ob- 
tained as a residual from other national 
aggregates. 

Table IV shows gross domestic invest- 
ment as a percentage of gross national 
expenditure for select countries. It illus- 
trates the difficulty of interpreting such 
data in view of the differing concepts 
employed, and in view of the fact that a 
domestic measure is shown as a percentage 
of a national total which includes net 
foreign investment. For example, Austra- 
lia, Norway and Sweden each show in- 
vestment expenditures as a large propor- 
tion of gross national product. But each 
of these countries includes substantial 
expenditures on repair and maintenance in 
its investment figures. Australia includes 
maintenance expenditures on public build- 
ings and roads as well as maintenance 
expenditure on private buildings. Sweden, 
Norway and Denmark include expendi- 
tures for maintenance and repair of capital 
assets as well as military investment in 
their capital formation estimates.* 

As the OEEC Manual, of. cit., p. 68, recognizes, 
-.. the borderline between ‘new’ investment and 


seat and maintenance is, in many cases not easy to 
raw.” In contrast to the manual which recommends 


National Income 


235 


INTERNATIONAL COMPARABILITY 


Aside from definitional differences, a 
major problem in achieving international 
comparability stems from the fact that 
current exchange rates generally do not 
reflect purchasing power in the countries 
compared. Differences in economic struc- 
ture, climate, customs, etc., raise serious 
questions as to the meaning of internation- 
al comparisons of income statistics. For 
countries which are at roughly similar 
stages of industrialization and possess 
relatively similar physical and cultural 
attributes such differences may not be 
overwhelming. But comparisons between 
highly dissimilar economies may be strong- 
ly questioned. 


TABLE IV 


Gross Domestic GOVERNMENT AND PRIVATE 
INVESTMENT AS A PERCENTAGE OF 
Gross NATIONAL PRODUCT 


1946 1947 1948 1949 1590 
Australia......... 24.4 28.0 24.0 30.4 28.2 
aia whine 15.3 14.4 12.8 12.8 12.4 
New Zealand...... 20.3 28.0 13.9 21.9 25.9 
26.6 31.1 28.5 27.1 27.4 
Union of S.A...... 24.5 25.7 27.2 20.0 17.4 
United Kingdom.. 12.1 16.7 17.5 17.8 16.8 


Not available. 


Despite these and other recognized 
hazards, the Statistical Office of the United 
Nations has carriec through such a com- 
parison for seventy countries, using 1949 
national income per capita in U.S. dollars. 
Briefly, the procedure used consisted of 
adjusting the estimates of national income 
to conform roughly to a predetermined 
definition. The resulting figures were then 
reduced to a per capita basis by reference 
to 1949 population estimates, where these 
were available. Ratios for converting the 


that such items, so far as possible, be included in current 
expenses, the countries referred to above systematically 
include them in investment. 
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SEVENTY COUNTRIES CLASSIFIED BY S1ZE OF PER Capita INCOME 
In 1949 anp CONTINENTAL DIVISION 


Per Capita 
Income Africa Asia Europe N. America 5S. America Oceania 
(U.S. dollars) 
Ethiopia Burma Greece El] Salvador Ecuador 
Liberia China Yugoslavia Haiti Bolivia 
Indonesia Dominican Paraguay 
Korea Republic Brazil 
(Southern) Guatemala Chile 
Philippines Honduras Colombia 
$200 and Saudi Arabia Nicaragua Peru 
under Thailand Costa Rica 
Yemen Mexico 
Afghanistan Panama 
Ceylon 
India 
Iran 
Iraq 
Pakistan 
Japan 
Lebanon 
Syria 
Turkey 
Union of Israel Austria Cuba Argentina 
S. Africa Hungary Uruguay 
Italy Venezuela 
$200-$400 Portugal 
Czechoslovakia 
Finland 
Germany 
Poland 
U.S.S.R. 
Belgium Canada Australia 
France New Zealand 
Iceland 
Ireland 
Luxembourg 
$400-$900 Netherlands 
Norway 
Denmark 
Sweden 
Switzerland 
United Kingdom 
Over $900 United States 


national currencies to U. S. dollars were 
developed on the basis of prewar exchange 
rates, adjusted for price changes as re- 
vealed by various price indexes. In general, 
indexes of changes in cost of living were 
used for this purpose. 

Qf the seventy countries covered, 
twenty-five, containing more than half the 
total population were also shown to have 
per capita income less than $100. In eight 
countries containing slightly more than 


ten percent of the population of the 
seventy countries included in the study, 
per capita incomes exceed $600. 

With the exception of Israel and the 
Union of South Africa all five African and 
nineteen Asian countries fell in the bracket 
below $200. In similar fashion all of the 
countries of North and South America, 
except Cuba, Canada, the United States, 
Argentina, Uraguay and Venezuela, fell 
below $200. Per capita income of the 
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European countries were generally much 
higher. With the exception of Greece and 
Yugoslavia all of these countries fell be- 
tween $200 and $900. 

The provisional nature of these esti- 
mates should, however, be borne in mind. 
Aside from the problem noted above, 
twelve of the figures are not the product 
of national income statistics. They rest 
on assumed per capita income figures. 
Estimates for ten other countries were 
based on scattered data, and for a sub- 
stantial number of other countries the 
estimates must be regarded as extremely 
tentative. No more than twenty-five of 
the estimates are grounded on carefully 
prepared estimates of national income 
based on relatively reliable statistics. The 
U.N. table itself yields the following fre- 
quency count: 26 of the national income 
figures rest on official or semi-official 
estimates.* 33 are estimates of extrapola- 
tions by the U.N. Statistical office and 
ll are crude estimates prepared on the 
basis of assumed per capita figures. 

But even with these reservations the 
figures are of general interest and impor- 
tance. They are, therefore, presented in 
Table V.% 


CONCLUSION 


Within the brief compass allotted to 
this essay it has been possible only to 
undertake a rough sketch of the status 
of social accounting and national income 
statistics. Readers interested in pursuing 
the subject will find more complete detail 
in the readings listed in the bibliography. 

It is clear that for most countries the 
ambitions of social accounting lie far 
beyond their present achievements. The 
QOEEC manual and similar efforts at pres- 
ent constitute little more than a hope. But 


* In some cases, such as Poland, extrapolations were 
undertaken because of the unavailability of 1949 figures. 
*Source of Table V: National and Per Capita In- 
comes Seventy Countries—1949 (New York: U.N. 
Statistical Office, 1950). 
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this hope may be more pregnant for the 
future than the facts of current practice. 
Comparisons of the facts of today with the 
facts of little more than a decade ago 
show remarkable achievements in the 
spread and development of social account- 
ing and national income statistics. Under 
the impact of necessity and with the help 
of energetic and wise leadership the 
developments of the next decade or so 
may prove even more remarkable. 
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A METHOD FOR SPEEDING THE 


CALCULATION AND CONTROL 
OF DEPRECIATION RESERVES 


A. B. CARSON 
Associate Professor, University of California, Los Angeles 


HAT MIGHT BE TERMED an “ideal” 
W set of property accounting rec- 

ords should provide detailed in- 
formation about every asset in service. 
Among other things, the record of each 
property unit should show the date of its 
acquisition, its cost, estimated life, rate 
and amount of depreciation per period, 
and the total depreciation taken to the 
date of the last regular reporting. When 
there is a considerable number of property 
units to account for, it is no small job to 
keep such detailed records. In many 
cases such an undertaking is considered 
to be too costly and some sort of compro- 
mise is reached between what would be 
desirable and what the management feels 
it can afford. Depreciating on a group or 
composite basis, without separately ac- 
cumulating depreciation for each asset, 
is often the solution. Such devices may be 
expedient, but they are scarcely ideal. 

As every accountant knows, the accurate 
calculation of the total periodic deprecia- 
tion write-off on a straight-line basis! in- 
volves multiplying the amount to be even- 
tually written off (cost or cost less esti- 
mated scrap value”) by the proper per- 
centage rate for each asset, and totalling 
the resulting amounts. This procedure 
can be simplified by advance calculation 
of the regular periodic amount of depreci- 
ation to be taken for each unit. This 


_ | The entire discussion relates to the use of straight- 
line depreciation. 

_* No scrap value is taken into consideration in the 
discussion and illustrations that follow. 


computation usually is made at the time 
of preparing the original property ledger 
record of the asset. The amount may be 
revised, of course, in the light of subse- 
quent events. The total charge-off for a 
period can be determined by adding to- 
gether these precomputed amounts. 

In order to know the total depreciation 
charged off to date for each asset (i.e., its 
depreciation reserve) either one of two 
things must be done: (1) the record must 
show the amount of past write-offs— 
preferably carring a cumulative total; 
or (2) the age of each asset must be deter- 
mined and that number of periods multi- 
plied by the regular periodic depreciation 
amount, taking into account, of course, any 
revisions in the schedule. To follow the 
first procedure involves a considerable 
amount of bookkeeping, not to mention 
space on the property ledger records. The 
use of the latter method requires the 
separate calculation of the age of each 
property unit—a time-consuming task, to 
say the least. To avoid the disadvantages 
of the first-mentioned procedure, and to 
eliminate the tedious, and perhaps pre- 
clusive, task of separately calculating the 
age of each asset every time it is necessary 
or desirable to know the total deprecia- 
tion to date for any or every separate 
unit, the following system has been de- 
veloped.® 

§ This method was primarily the work of Mr. Frank 
F. Howe, Manager of the Property Accounting Depart- 


ment of the Lockheed Aircraft Corporation, Burbank, 
California. 
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THE “‘COST FACTOR VALUE”? METHOD 


The essence of this procedure is to ad- 
just the actual cost of each fixed asset so 
as to give every one the same “birth date.” 
As a result, all units will have the same 
age for the purpose of all subsequent cal- 
culations. For example, suppose January 
1, 1947 is taken as the “basic date.”’ The 
property ledger account for each asset 
will show, of course, the date it was ac- 
tually acquired, the actual cost, the de- 
preciation rate and the amount of deprecia- 
tion per month, but, in addition, there also 
will be shown what is termed the “Cost 
Factor Value’ of the asset. This Cost 
Factor Value for an asset acquired prior 
to the basic date (January 1, 1947) is 
simply the book value of the item on the 
basic date. In these cases the Cost Factor 
Value will always be less than cost; less 
by the amount of depreciation per month 
times the number of months between the 
date of acquisition‘ and January 1, 1947. 
For an asset acquired after the basic date, 
the Cost Factor Value might be described 
as a “backward projected book value.” 
The figure is determined by adding to the 
cost an amount equal to the depreciation 
per month times the number of months 
from the basic date to the acquisition 
date. Obviously, the Cost Factor Value 
is greater than cost in such cases. 

Illustration I shows the calculation of 
Cost Factor Value in the case of an asset 
acquired prior to the basic date, and 
Illustration IT the calculation in the case 
of a unit acquired after the basic date. 

The actual depreciation reserve and net 
book value for any asset can be calculated 
by using the following formulas: 


* Each asset is considered to have been acquired on 
the first day of a month. For assets not actually ac- 
quired on that day, the first day of the month following 
may be used. 


Depreciation Reserve = Cost—C.F.V, 
+(Monthly depreciation times number 
of periods since basic date) 


ILLUSTRATION I 


CALCULATION OF THE Cost FAcToR VALUE oF AN 
AssET PURCHASED Prior TO THE Basic Date 


Asset: Lathe 

Acquired: March 1, 1946 

Cost: $3,600.00 

Depreciation Rate: 63% per annum 
Monthly Depreciation: $30 .00 

Cost Factor Value: 

March 1, 1946 was 10 periods (months) prior to the 
basic date (January 1, 1947). The calculation is as 
follows: 

$3 ,600.00 (cost)—[10X$20.00] (number of months 

times depreciation per month) =$3,400.00 (Cost 


Factor Value) 
The Property Ledger Card would show: 


Monthly depreciation. 20.00 


ILLUSTRATION II 


CALCULATION OF THE Cost Factor VALUE OF AN 
ASSET PURCHASED AFTER THE Basic DATE 


Asset: Welding Machine 

Acquired: May 1, 1947 

Cost: $3,000.00 

Depreciation Rate: 10% per annum 

Monthly Depreciation: $25.00 

Cost Factor Value: 
May 1, 1947 was 4 periods (months) after the basic 

date (January 1, 1947). The calculation is as follows: 


$3,000.00 (cost) -+[4 $25.00] (number of months 
times depreciation per month) =$3,100.00 (Cost 
Factor Value) 


The Property Ledger Card would show: 


Monthly depreciation.................- 25.00 


Net Book Value=C.F.V.—(Monthly 
depreciation times number of periods since 
basic date) 

Suppose it is desired to calculate these 
two amounts as of December 31, 1952 for 
the asset in Illustration I. From January |, 
1947, the basic date, to December 31, 
1952 is six years, or 72 months. Solving by 
formulas: 


Depreciation Reserve =$3 ,600.00—$3 ,400.00+ ($20.00X 72) =$1, 640.00 


Net Book Value 


=$3 ,400.00—($20.00X 72) =$1 ,960.00 


Proof: From March 1, 1946, to December 31, 1952 is 6 years and 10 months, or 82 months. 
Depreciation Reserve = 82 X$20.00=$1 , 640.00 


Net Book Value 


= $3,600.00 (actual cost) — $1,640.00 (depreciation to date) =$1 ,960.00 
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In the case of the asset in Illustration 
Il, the ‘calculations of the depreciation 
reserve and net book value (as of Decem- 
ber 31,£1952) by formulas would be as 
follows: 


amount of depreciation that has been 
taken into account with respect to that 
unit. Such a calculation is needed when 
some disposition is made of an asset. 
Its cost and applicable depreciation re- 


Depreciation Reserve = $3 ,000.00—$3 , 100.00+-($25 .00 72) =$1, 700.00 


Net Book Value 


= $3, 100.00—($25.00X 72) =$1 , 300.00 


Proof: From May 1, 1947, to September 1, 1952 is 5 years and 8 months, or 68 months. 


Depreciation Reserve=68 X $25 .00= $1, 700.00 
Net Book Value 


A great virtue of this system is that 
these things can be computed in the aggre- 
gate or by any desired grouping (on a 
departmental basis, for instance). Having 
the total cost for the items in the group 
under consideration, the total Cost Factor 
Values, and the total monthly deprecia- 
tion charges, the formulas given can be 
used to determine the total depreciation 
reserves and total net book value for the 
group. Consider the two assets previously 
mentioned: 


= $3 ,000.00 (actual cost) —$1, 700.00 (depreciation to date) = $1,300.00 


serve have to be removed from the control 
records and any gain or loss recognized. 
It should be noted that this entire proce- 
dure is basically a “unit system.” This 
means that gain or loss can be recognized 
upon the disposition of individual assets— 
a treatment not possible under group or 
composite depreciation methods. 

It should be mentioned that the basic 
date can be advanced, perhaps every 
decade, to simplify the calculations. The 
new Cost Factor Value for each asset of 


Cost Cost Factor Monthly 
Value Depreciation 

$3,600.00 $3,400.00 $20.00 

3,000.00 3,100.00 25.00 

$6,600.00 $6, 500.00 $45.00 


Total Net Book Value 


It is not difficult to imagine the com- 
parative ease of securing the total of the 
three elements (cost, Cost Factor Value, 
and monthly depreciation) from the prop- 
erty ledger cards grouped in any manner 
desired. It should be apparent that the 
records can be kept in such form as to 
utilize the services of tabulating machin- 
ery. With the age, or elapsed-period factor, 
the same in all cases, the desired results 
can be expeditiously obtained. There is 
no need to enter the periodic depeciation 
on each property ledger card. When any 
one card has to be dealt with individually, 
it is a simple matter to calculate the 


= $6 , 500 .00—($45 .00X 72) =$3, 260.00 


record at the new date will be its book 
value at that date. 

At the beginning of each year, the 
property ledger cards must be analyzed 
to identify the items that will become fully 
depreciated during that year. When an 
asset becomes fully depreciated its Cost 
Factor Value and monthly depreciation 
are both reduced to zero. The card (show- 
ing original cost) will be kept in the ledge 
as long as the asset remains in service.’ 


5 When the formulas for finding depreciation reserve 
and net book value are applied to these units, the result 
will be a depreciation reserve equal to cost and a new 
book value of zero—which is exactly the case. 
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REVISION OF THE ESTIMATED LIFE OF 
PROPERTY UNITS 


It is to be expected that the estimated 
life of certain assets may have to be re- 
vised in the course of time. Such changes 
can be made without disturbing the basic 
process. The mechanism is to leave the 
existing depreciation reserve for the asset 
unchanged, but adjust the Cost Factor 
Value and the amount of depreciation to 
be taken in subsequent periods. Six steps 
are involved: 

(1) From the new folal estimated life 
in months, deduct the number of months’ 
depreciation already taken. The result 
will be the revised estimate of months of 
service life remaining. 

(2) Calculate the net book value of the 
asset as of the revision date. 

(3) Divide the net book value as of 
the revision date by the number of months 
remaining (as calculated in Step 1). The 
result will be the revised amount of de- 
preciation per month for the asset. 

(4) Subtract the original monthly de- 
preciation from the revised amount. 

(5) Multiply the difference by the num- 
ber of months from the basic date to the 
revision date. 

(6) Add (or subtract) this amount to 
the original Cost Factor Value. The re- 
sult is the revised Cost Factor Value. 

Following is an example (designated 
Illustration III) of the computation of 
revised Cost Factor Value necessitated 
by a revision of the estimated life of the 
asset from 84 years to 10 years. The 
calculation of the original, as well as the 
revised, Cost Factor Value is shown. The 
calculation of the depreciation reserve 
on a date several years later is also shown. 


ILLUSTRATION III 


COMPUTATION OF REvISED Cost Factor VALUE AND 
Perropic DEPRECIATION WRITE-OFF TO REFLECT AN 
INCREASE IN THE ESTIMATE OF THE SERVICE 
LIFE OF THE ASSET 

Asset: Lathe 
Acquired: December 31, 1944 


Cost: $3,600.00 
Original Estimate of Life: 8} years 
Original Monthly Depreciation: $36.00 
Original Cost Factor Value: $2,736.00 
(Asset purchased 24 months before basic date. 
24X $36.00 =$864.00 
$3 , 600.00 —$864 .00 = $2 , 736.00) 


Revised Estimate of Total Life: 10 years 
Date of Revision: November 1, 1947 


Calculation of Revised Cost Factor Value: 


(1) 120 months (new estimate)—34 months (period 
from date of acquisition to date of revision) =86 
months (estimated life remaining) 

(2) $2,736.00 (original Cost Factor Value)—{10 

$36.00] (months from basic to revision date 
times original monthly depreciation) = $2,376.00 
(net book value on revision date) 

(3) $2,376.00 (net book value on revision date) +86 
months (estimated remaining life) =$27.63 (new 
monthly depreciation) 

(4) (new amount)—$36.00 (old amount) 

37 (difference) 

(5) “33 37 (difference, as above) X10 (months from 
basic date to revision date) = —$83.70 (total ad- 
justment to original Cost Factor Value) 

(6) $2,736.00 (original Cost Factor Value)—$83.70 
(Revised Cost Factor 
Jalue 


The revised Property Ledger Card would show: 


Monthly depreciation 27.63 


Calculation of Reserve for Depreciation for this asset 
as of December 31, 1952: 


$3,600.00 (cost)—$2,652.30 (revised Cost Factor 
Value) +[$27 .6372] (revised monthly depreciation 
times months from basic date to date of this calcula- 
tion = $2 , 937 .06 


Proof: 
Depreciation taken in 
joaey24 months at $36.00=$ 864.00 
1947 10 months at $36.00= 360.00 
2 months at $27 .63= 55.26 


1948) 
1949 | 
1950}60 months at $27.63= 1,657.80 
1951 
1952} 
$2 ,937 .06 


It is apparent that this treatment offsets 
over-depreciation in early years with light- 
er depreciation in later years.* There might 
be some objection on theoretical grounds 
to such handling, but this procedure is 


6 The statement is true of the case shown. The re- 
verse would be true if the estimated life was revised 
downward. 
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generally acceptable for income tax pur- 
poses and probably is approved by most 
accountants as being practical and expedi- 
ent where the differences are not sizeable. 

While these calculations might appear, 
at first, to be rather cumbersome, it is 


not difficult to realize that this treatment 
can save an enormous amount of time 
when dealing with the records of numerous 
assets. The procedure would appear to be 
suitable for any concern with more than a 
few dozen property units. 
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SALES PLANNING FOR THE 
SMALL MANUFACTURER 


ROBERT S. WASLEY 
Assistant Professor, University of Colorado 


NDER A SYSTEM of free enterprise, 
| profit is essential to the continua- 

tion of business. The effectiveness 
of management is therefore judged by its 
ability to maintain constant earnings. 
Accountants have frequently defined earn- 
ings or profits as the residue remaining 
after matching costs against related reve- 
nues. That is, of course, providing the reve- 
nues exceed the costs. To alter this profit 
picture, two possible courses are open to 
management: (1) either increase the sales 
income, without a similar increase in 
costs, or (2) reduce the costs endeavoring 
to keep the sales income constant. The 
author intends to pursue the implications 
of the first course of action. In order for 
a manufacturer to increase his sales, he 
must first try to determine what the 
future may hold for his business in so far 
as the demand for his product is concerned, 
and then to plan the activities of the busi- 
ness to capitalize profit-wise on the in- 
creased sales. 


FORECASTING 


In order for the business executive to 
forecast business activity, there are cer- 
tain fundamentals which should always 
be considered. The past experience of the 
business concerned is of paramount im- 
portance. The sales records of the com- 
pany are the source for all this type of 
information. For these records to be help- 
ful in this respect the sales should be bro- 
ken down by units as well as by dollars: 
by product or by product group: geograph- 
ically by territory, or by customer group. 
With information such as this, the execu- 
tive has something definite with which to 


work when endeavoring to judge the fy. 
ture. 

The economic condition of the business, 
the industry and of the country should 
also be considered. Also the type of in- 
dustry will have significance due to the 
type of market demand which it may have. 
The demand for the product may be of 
an elastic or inelastic nature. If the de- 
mand is elastic, it means that the quantity 
of product persons will buy is dependent 
upon the price which they must pay. For 
inelastic demand, the converse is true. 
There are very few commodities for which 
there is perfectly inelastic demand. 

Then, too, the competition should not 
be overlooked. Wise management is con- 
stantly striving to keep ahead of its com- 
petitors. Consideration must be given not 
only to the competitor’s activities in the 
fields of new products, the redesign or 
repackaging of old products, new methods 
of manufacture, and improvement of 
quality standards, but also to his advertis- 
ing and sales-promotional work. In order 
to do this, a constant check must be kept 
on the trade papers of the industry. Of 
equal importance is a sales force capable 
of learning the desires of the trade. Lastly, 
a management which cooperates with the 
trade association for the industry can do 
much to keep abreast of the competitive 
picture. 

The attitude of government toward 
business, and particularly the industry 
under consideration, is another element 
which must not be overlooked. Govern- 
ment controls over production and price 
became quite prevalent during the depres- 
sion of the thirties and especially during 
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the Second World War. Any period of 
national crisis invites governmental regu- 
lation as an artificial means toward stabil- 
izing the situation. However, the fact 
that the threat exists provides added in- 
centive for industry voluntarily to de- 
velop means for removing the necessity 
forgovernment regulation without restrict- 


ing opportunity for competition. Also the 
government’s attitude toward manage- 
ment and toward labor in the legislative 
field can go far in influencing the outcome 
of a sales forecast. 

The attitude of the customer must cer- 
tainly not be overlooked. He determines 
what the business of the manufacturer will 
be and therefore the manufacturer must 
be constantly on the alert to note any 
changes in his attitude. 

There are many advantages to be gained 
by conscious planning for the future. 


2 


1. 


6. 


Some of the more important are as follows: 


The financial requirements for future opera- 
tions can be anticipated. 


. Profit possiblities on future operations can 


be anticipated so that plans can be altered 
if they appear at first to be unsatisfactory. 


3. The month to month rate of production 


can be equalized. 


. Raw material requirements and purchases 


can be planned to maintain adequate and 
economical raw material inventories. 


5. Advertising, sales promotion and distribu- 


tion policies and techniques can be antici- 
pated. 
Wage policies can be determined more 
easily. 


. The use of equipment and labor which 


today constitutes the largest part of the 
manufacturer's cost can be maximized, 
thereby cutting down on idle equipment and 
man hours. 


. At a time when curtailment becomes neces- 


sary, the existence of a coordinated plan 
will prevent wholesale curtailments. The 
curtailments will be judiciously planned 
instead of falling haphazardly on the first 
function at hand. Too often the function 
eliminated is the very one which might 
well have enabled the firm to continue 
operating. 
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SALES FORECASTING 


The sales forecast has two prime uses: 
the planning of the fimancial needs and 
operations for the period of the forecast, 
and the planning of the utilization of the 
productive facilities for that period. The 
financial requirements are usually detailed 
in the form of budgets for sales, production, 
cash, profit and loss, and capital to be 
expended. The production planning further 
breaks down the sales forecast into the 
materials, plant equipment, tools and 
personnel that will be needed to manu- 
facture the products and the quantities 
forecast. 

The method of sales forecasting to be 
used will largely be governed by the size 
of the company, the size of its market and 
the diversity of its products. The forecast 
is generally prepared for a year, and then 
broken down by months to disclose the 
fluctuations in sales from month to month. 
As was previously mentioned, the size 
of the company will have a great deal to 
do with the detail and elaborateness of 
the forecast. This fact, however, should 
not and does not preclude the small 
manufacturer from making a forecast. 
His problem is, in many cases, that the 
market for his products may change more 
quickly than that of his larger competitors. 
This necessitates being constantly on the 
alert to anticipate these changes and to 
compensate for them. On the one hand, 
knowledge of the anticipated variations or 
changes is of vital necessity, but this 
knowledge must be constantly weighed 
against the cost of obtaining it. This diffi- 
cult situation, therefore, has discouraged 
many small manufacturers from trying 
to do very much in the field of forecasting. 
Instead, they have endeavored to plan 
their future by diversifying their markets 
as widely as possible, both geegraphically 
and among ty;.2s of customers, thereby 
insuring themselves of a reasonably con- 
stant demand for their product. 
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METHODS OF SALES FORECASTING 


Opinion Method 


Undoubtedly the earliest, as well as 
the simplest and perhaps the most common 
method of forecasting is the use of some 
form of opinion as a base. Every person 
in business, and particularly those in 
small business, condition their decisions 
as to plans for the future upon their own 
personal opinions. Take for example the 
corner grocer who lays in a heavier than 
usual stock of commodities for the holiday 
season because he believes that “business 
will pick up.” Every person in business 
feels that his own personal judgment will 
be quite adequate on which to base plans 
for the future. This method has its de- 
cided disadvantages, however, in that the 
opinion of one man is likely to be colored 
by many personal factors which in turn 
make it lack the degree of accuracy essen- 
tial. 

It must not be understood from this 
that mature business judgment is not valu- 
able in determining what the future course 
of action should be. However, the com- 
bined judgments of a number of experi- 
enced executives within the business would 
be of more value because the opinion 
agreed upon would be free of any individ- 
ual personal color. This latter method also 
has the advantage of bringing together a 
variety of specialized viewpoints on the 
question of future sales, and encourages 
the critical examination of each estimate 
and of the reasons given in its support. 
However, if this is as far as the prepa- 
ration for forecasting goes, the result 
can be nothing more than an educated 
guess, or as one manufacturer put it to 
the author, “a guestimate.”’ 

Today there are many supplementary 
facts and statistics which can be gathered 
together at little expense or trouble which 
when combined with executive judgment 
make the forecast result much more exact 
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in its predictions. Sales statistics accumu. 
lated from the sales records can give ap 
exact picture of what has happened in the 
past. On the basis of these facts, the future 
can be more readily determined by a con- 
sideration of the trends of past results, 
Generally, economic forecasts for the 
industry and for the country as a whole 
should also be considered. Trade associa- 
tion literature can be of great help in this 
respect in so far as industry forecasts are 
concerned. When the combined executive 
opinion has been conditioned by all of 
these added considerations, the validity of 
the end result will undoubtedly be greater, 
This method of forecasting would possibly 
be adequate for the small manufacturer 
producing one product or at the most a 
small group of products whose market was 
reasonably stable. However, if the forecast 
is to be broken down into seasonal, product 
and end-use forecasts in order to plan pro- 
duction, sales, etc., there are other meth- 
ods which would be preferable. 

Professor A. D. H. Kaplan feels that 
many small manufacturers are not capable 
of analyzing market behavior for them- 
selves. He feels that what they need isa 
pool for the analysis of market behavior 
at the same level of expertness as is avail- 
able to big business because many cannot 
be expected to have the opportunity or 
time to analyze the pertinent data.! 


Sales Force Composite 


One of the most popular methods of 
sales forecasting has been to collect esti- 
mates from each salesman as to the 
probable future sales in his territory. This 
can be done in a variety of ways, but it 
has been generally found to be more ac- 
curate if the salesman making the estimate 
has the sales statistics for the past period 
for his territory in his possession when he 
is making the estimate for the future peri- 

* Kaplan, A. D. H. Small Business: Iis Place and 


— McGraw-Hill Book Company, Inc., 1948, 
p. 110. 
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ods. This has the effect of limiting his judg- 
ment to a determination of the change 
from past performance. However, any 
anticipated change from past sales must 
not be accepted blindly and applied right 
across the boards, such as a 10% increase. 
The past figures must be first adjusted for 
recognizable factors which would seem 
to affect the current period’s sales; then 
the rate of increase or decrease could possi- 
bly be applied. The salesman is generally 
an optimistic person. Therefore his esti- 
mates should always be reviewed in the 
light of sound business judgment. 

The chief advantage of this method is 
that it is fairly simple to operate and it 
gains the interest and cooperation of the 
salesmen who in the last analysis are the 
ones who will have to carry the program 
through to its conclusion. 


Market Survey 


Another method of forecasting which is 
quite popular and at the same time rela- 
tively inexpensive and simple is the peri- 
odic market survey to determine sales 
potential. This method is particularly 
suitable for an initial survey by an estab- 
lished firm or even a new firm in the in- 
dustry. However, this does not by any 
means exclude any firm from periodically 
redetermining its market position. 

One method of making a market survey 
is to determine the relation between total 
consumption of the company’s products 
and some factor such as regional popula- 
tion, number of wage earners employed, 
payrolls, bank debits or perhaps industrial 
power consumption. These statistics can 
be obtained easily and quickly from a 
variety of sources. For local and state 
statistics, the state chambers of commerce 
could probably furnish much valuable 
information. From one local Chamber of 
Commerce the author was able to obtain 
statistics of postal receipts, telephones in 
service, resources in the local banks, elec- 
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tric and gas meters in service, public school 
enrollment, population statistics, assessed 
valuation of all property, trade character- 
istics, passenger car and truck registra- 
tions, and sales tax revenue. 

For the business already established in 
the territory, the above information is 
most useful when combined with an analy- 
sis of the sales records of the firm in ques- 
tion. There are two important results 
which can accrue to a company by making 
an analysis of their past sales records. 
First of all, it will enable management to 
see the trend of their own operations. In 
order to make this analysis readily under- 
standable, eliminating as many of the sea- 
sonal variations as possible, the following 
is recommended: 

Start by charting the last five years sales by 
months. Next produce a schedule showing twelve 
month progressive totals, also referred to as twelve 
month float. This is calculated by taking a twelve 
month total, then dropping the first month and 
adding the current month, thus obtaining a 
new total. Each time a new total is obtained, it 
is divided by twelve yielding a so called moving 
average. Since each average is calculated on a 
twelve month basis, the effect is to eliminate 
seasonal fluctuations.? 


Secondly, an analysis of the sales records 
of the concern can yield such valuable 
information concerning the type and kind 
of customers which the concern already 
has. This type of information in turn can 
aid immeasurably in shaping the firm’s 
future sales policy. 


Selection of Proper Forecasting Method 


Since one method of forecasting serves 
as a check upon another, the use of as 
many different methods as possible or 
feasible gives greater assurance of ac- 
curacy. 

Two criteria should be applied to all 
methods. First, experience has shown that 

2 Staunton, Robert A., “The Control of Costs in 


A Small Manufacturing Business,” NACA Bulletin, 
October 15, 1946. 
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unless operating executives using them 
can understand the methods by which 
the forecasts are obtained and unless they 
have confidence in the results, the forecasts 
are of little value. In order for executives 
to have confidence in the forecasting meth- 
od results, the method chosen should be 
one that will result in fairly accurate fore- 
casts—accurate from the point of view of 
the size of the error in individual forecasts, 
and in the number of times “complete 


misses” take place. Nothing can destroy 
confidence in forecasting as rapidly as a 
few bad forecasts. 

The second criterion concerns the com- 
pany’s staff and expense limitations. It is 
argued that a good forecast will well repay 
the company for the cost of making it. 
However, when selecting a forecasting 
method, the company should weigh the 
cost and the workload impact on its staff 
against possible benefits. 
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SPECIALIZATION OR INTEGRATION AS 
THE OBJECTIVE OF GRADUATE 
ACCOUNTING INSTRUCTION* 


Harvey T. DEINZER 
Professor, University of Florida 


talk was ‘Masters’ Theses.” The 

topic I have chosen for my paper is 
broader than the one suggested, but only 
for the purpose of placing the master’s 
thesis in an appropriate setting. 

I shall be talking about “integration” 
in two senses. In one meaning, that of 
social integration, the ‘‘whole’’ is the socio- 
business world in which aims are worked 
out, actions are taken, and benefits and 
detriments ensue. The integration aspect 
is the relating of personal and business 
actions to the problems and aims of a 
better world. 

Social integration has two main phases, 
the real and conceptual. The real phase is 
evident from what has just been said. 
The conceptual phase of social integration 
includes the selection and arrangement of 
educational materials so that graduates of 
educational institutions will be reasonably 
prepared to undertake the real problems 
of social integration. 

The second meaning of integration 
which I shall be using is individual and 
personal. It denotes the development of 
the individual student in terms of compre- 
hension of problems, the ability to select 
and marshall relevant materials, gaining 
ahistorical perspective, thinking reflective- 
ly, and the acquisition of facility in oral 
and written expression. 

My specific purpose is to pose certain 
questions for college administrators and 


Te SUBJECT suggested to me for this 


* Presented at the Southeastern Regional meeting 
of the American Accounting Association at Tuscaloosa, 
Alabama, May 2, 1952. 


curriculum builders. The answers to these 
questions are vital to the future develop- 
ment of accounting instruction and the 
accounting profession. 

What Should Be the Educational Aims 
of Colleges and Universities? 

The aim of integrating the individual 
student in reference to the problems of 
living communally is reflected in the 
policies of progressive education in pri- 
mary and secondary schools. The same aim 
but different methods guide colleges of 
literature, science, and the arts. A similar 
aim has been clothed in a different dress 
and introduced as a distinctive pattern 
of “general education” in the University 
College of the University of Florida and 
elsewhere. 

Colleges of commerce and business ad- 
ministration as members of universities 
developed in response to the need for more 
efficient learning. The need itself arose out 
of the demands for successful participation 
in the economic processes of society. Ac- 
counting curricula have continued promi- 
nent in this development. The accounting 
curricula possibly more than the other 
business curricula have at times and places 
been stigmatized as mere vocational train- 
ing. Similar charges have been made 
against engineering training and other 
areas of university education. 

What should the educational aims of 
universities and colleges be? One of the 
principal challenges to higher education 
has been to concern itself more definitively 
with practical affairs. Top educators are 
calling for universities to extend their 
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activities to defining ultimate social ob- 
jectives. They have been asking further 
that persons concerned with higher educa- 
tion attain a concensus on those specific 
characteristics of a desirable civilization 
which can be formulated as practical ob- 
jectives to which government and educa- 
tion can be applied. All patterns of instruc- 
tion, including vocational and professional 
training would then be shaped to promote 
the attainment of the defined practical 
objectives. 

Among the practical objectives which 
may be suggested for the consideration of 
accounting educators are the establish- 
ment of amicable relations among nations, 
expansion of national income without 
sharp disturbances, attainment of sub- 
stantial equity in the distribution of real 
income, the safeguarding and expansion of 
personal freedoms. In this pattern of 
educational effort, vocational and profes- 
sional training would be included as a 
responsibility of higher education. 

The social aspect of accounting activi- 
ties has been frequently recognized in 
periodical articles. Accounting Research 
Bulletin No. 1 subjects corporate account- 
ing to the criterion of the results which 
are produced as “judged from the stand- 
point of society as a whole—not from that 
of any one group of interested parties.” 
A former president of the American In- 
stitute of Accountants told the members of 
the American Accounting Association that 
the really professional accountant is one 
who takes a broad view of the social use- 
fulness of accounting.' The expressed ob- 
jects of the American Accounting Associa- 
tion include the promotion of “studies 
of accounting as an agency of business 
enterprise and of economic affairs in gener- 
al,’’? 


1 Wilcox, E. B., “Our Mutual Objectives,” Tae 
ACCOUNTING REVIEW, January, 1948, p. 1. 

2 By-Laws of the American Accounting Association, 
from General Information pamphlet issued by the 
Association. 


College administrators and curriculum 
builders in accounting would merely be 
applying the expressed philosophies of 
leaders in the field in shaping their own 
philosophies of instruction and their cur. 
ricula in accordance with the ideals of 
social integration. What are the character. 
istic patterns of instruction for accounting 
majors? 


TYPICAL UNDERGRADUATE PROGRAMS 
IN ACCOUNTING 


Ten years ago, most of the schools which 
were members of the American Associa- 
tion of Collegiate Schools of Business re- 
quired from 21 to 30 semester hours in 
accounting for graduation with a major in 
accounting. In the Southeast and South- 
west region, the typical requirement was 21 
to 25 semester hours. The remainder of a 
120-hour program was made up mainly of 
liberal arts courses and courses in business 
and economics. In 26 of the 35 reporting 
schools which offered a major in account- 
ing, 70 per cent of the course offerings in 
accounting were required courses for ac- 
counting majors.® 

During the period 1941 or 1942, students 
were graduated from leading universities 
over the nation with 1 or 2 semesters each 
in the following representative subjects: 
Principles of Accounting, Advanced Ac- 
counting, Cost Accounting, Auditing, 
Federal Tax Accounting, Budgets and 
Accounting Control, CPA Problems, Ac- 
counting Systems, Fund Accounting, Ad- 
vanced Accounting Problems.‘ 

In the course instruction just noted. 
which was represented as a typical pro- 


* From a study made by the Accounting Department 
of Wharton School of Finance and Commerce of the 
University of Pennsylvania which was reported by 
Maxwell, Arthur D., and Taylor, W. Howard, “Study 
of Accounting Curricula,” THe ACCOUNTING REVIEW, 
April 1942, p. 141. 

4 “Representative College Programs,’ THE Ac- 
COUNTING ReEviEw, October 1943, p. 382; January 
1944, p. 99; July 1944, p. 347; October 1944, p. 469; 
July 1945, p. 380. 
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Graduate Accounting Instruction 


gram for the particular college, a common 
method was to begin accounting instruc- 
tion in the sophomore year, to increase the 
number of accounting courses taken in the 
junior year, and to take more accounting 
courses in the senior year, than in any other 
one year. In this sense there was a pro- 
gressive specialization in accounting. 

Mixed with the accounting courses were 
“cyltural’’> courses and business and eco- 
nomics courses. Most of the subjects in 
the first class were taken in the first two 
years. The heaviest concentration of 
business and economics courses was in the 
junior year, with a substantial number of 
such courses taken in the senior year. 
This is the typical design called by Pro- 
fessor Boyd the diagonal pattern.® 

What do these facts, coupled with gener- 
al observations of accounting curricula, 
signify? The typical pattern of undergrad- 
uate instruction is clearly one of com- 
partmentalization of subject-matter. Ex- 
cept for the extraordinary case of a General 
Education program for the first two years, 
courses are offered as separate, subject- 
matter courses. There is typically no offer- 
ing of seminar or research courses having 
the aim of correlating the various materials 
for the student.? Whatever correlation is 
attempted must be done within particular 
subject-matter courses. 

Furthermore, the accounting courses 


‘The term “cultural” as commonly used in this con- 
nection needs reinterpretation. The appropriate edu- 
cational concept is not one of developing a business 
graduate with two sides, a “cultural” side and a “vo- 
cational” side. The ideal accounting graduate is not 
one who knows accounting techniques and who can 
paint a picture or play the cello. Rather, a cultural pro- 
gtam is one in which the student is trained to relate 
various subject-matters to the purposes and content of 
living in general. 

* Boyd, Ralph L., “Suggested Program for College 
Training in Accountancy,” THe ACCOUNTING REVIEW, 
January 1946, p. 51. 

‘Exceptions are notable. As long as 30 years ago 
the University of Illinois had a senior thesis option, 
and for a shorter period a more restricted special read- 
ing option. The students to whom these options were 
available were selected mainly on the basis of grade 
achievement. Littleton, A. C., “Independent Study,” 
Taz AccounTING REVIEW, June 1933, p. 160. 
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taken by the typical undergraduate stu- 
dents are generally in the subjects of 
General Principles, Cost Accounting, Budg- 
etary and Control Accounting, Auditing, 
Tax Accounting, Accounting Systems, and 
Governmental Accounting. These areas of 
accounting are distinctive mainly in being 
closely related to particular areas of voca- 
tional endeavor. The materials are cor- 
respondingly specialized. 

This pattern of accounting courses has 
carried over to the current decade.® 


HOW DO THE CURRICULUM FACTS 
COMPARE WITH RECOMMENDED 
UNDERGRADUATE PROGRAMS 
IN ACCOUNTING? 


The course offerings in accounting as 
observed in the 1950 study just noted are 
not above the number of hours which the 
Education Committee of the American 
Accounting Association recommended in 
1938. Any tendency for schools to come 
closer to the Committee’s recomendations 
would not provide a basis for correlation 
of materials. The number of accounting 
hours in some of the areas is, for many of 
the Colleges, below the Committee recom- 
mendations.° 

The American Accounting Association 
Committee’s recommendation was ex- 
pressly within the framework of an earlier 
standard, that of the Committee on Edu- 
cation of the American Institute of Ac- 
countants. The Institute Committee had 
recommended that 60 semester hours of a 
120-hour bachelor’s program should be in 
liberal arts subjects. The other 60 hours 
would be technical training in the fields of 
business and accounting.!® 

While the AAA Committee presented 
minimum and maximum programs, these 


8 Noble, Paul L., “A Quantitative Evaluation of 
Accounting Curricula,” Tue Accountinc REvIEw, 
April 1950, p. 163. 

® Noble, Paul L., ibid. 

10 American Institute of Accountants, 
1936, p. 440. 
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were clearly indicated as compromise 
measures, and the views of the Committee 
are expressed in its “recommended” pro- 
gram. The Committee recommended 39 
hours in accounting subjects, as follows: 


Elementary Accounting............. 6 hours 
Intermediate Accounting............ 6 hours 
Statement Analysis  ............ 3 hours 
Managerial Accounting............. 3 hours 
Accounting 3 hours 
Tax Accounting ............... 3 hours 
4 hours 
39 hours 


The recommendations in the liberal arts 
and business areas were by subject groups 
rather than specifically by courses, al- 
though a few of the topics mentioned do 
correspond with common course titles. 

In January 1951 a re-orientated com- 
mittee of the American Accounting Asso- 
ciation, the Standards Rating Committee, 
proposed a “norm” for a four-year training 
program for the accounting profession 
(conceived broadly). The original distribu- 
tion of 60-60 between liberal arts courses 
and technical courses was maintained. 
But only 30 semester hours in the technical 
courses were assigned to accounting, the 
number allotted to business subjects being 
increased to 30. Alternative limits to the 
distribution of accounting time were given 
as follows: 


Elementary, Intermediate and Ad- 


vanced (Principles).............. 12-15 hours 
3— 5 hours 
Electives or other required subjects... 10- 2 hours 


11 “Syllabus of College Preparation for Account- 
ancy,” THe AccouNTING REviEw, June 1938, p. 195. 
The Committee also presented a philosophy of educa- 
tion. The Chairman of the Education Committee com- 
mented that there is a definite need for accounting 
students to take “some work done strictly on the grad- 
uate level in the professional field.” Miller, Hermann 
C., “Suggested Program of Education for the Account- 
ant,” THe AccounTING REVIEW, June 1938, p. 191. 

'2 Miller, Hermann C., “Interim Report of the 
Standards Rating Committee,” THE AccouNTING 
REvIEW, January 1951, p. 19. Apparently the American 
Accounting Association Committee on Education had, 
in 1938, made a compromise acceptable to the Educa- 
tion Committee of the American Institute of Account- 


It is noteworthy that the 1951 President 
of the American Accounting Association 
stated, in his report, that the Standards 
Rating Committee is ‘engaged in revising 
the standards recommended in its earlier 
report.’ 

To summarize: Professional accounting 
education is properly a responsibility oj 
colleges and universities. The appropriate 
educational pattern is one that is func. 
tionally related to the attainment of spe. 
cific practical objectives accepted as indicia 
of a desirable civilization. Leaders in ac. 
counting thought have recognized the 
social character of accounting. They have 
thus prepared the way for college adminis. 
trators and curriculum builders to set up 
programs which will accomplish the ob- 
jectives of higher education. 

Typical accounting curricula exhibit a 
very high degree of compartmentalization. 
And the specialized courses in accounting 
which are included in the program give 
no reasonable expectation that the stu- 
dents will see accounting materials re- 
lated to materials in other areas. Although 
some individual educators are objecting 
to the trend toward adding specialized 
courses to the undergraduate curriculum, 
the Education Committee and Standards 
Rating Committee of the American Ac- 
counting Association have made specific 
proposals which support the character oi 
of the typical accounting program. 


WHAT PROBLEMS DO THE TYPICAL AND 
RECOMMENDED PATTERNS OF UNDER- 
GRADUATE ACCOUNTING INSTRUC- 
TION POSE FOR GRADUATE 
INSTRUCTION IN 
ACCOUNTING? 


The whole effort of accounting instruc- 
tion should be guided by the ojectives of 


ants. “Report of Joint Meeting of Education Com- 
mittees of American Institute of Accountants and 
American Accounting THe ACCOUNTING 
Review, October 1945, p. 484 

13 THE ACCOUNTING Review, April 1952, p. 227. 
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cial integration. To the degree that 
undergraduate instruction is unable to 
efect this integration in its educational 
aspect, a greater burden is imposed upon 
graduate instruction. 

The need to distinguish graduate in- 
struction poses the problem of defining 
“graduate.” I shall choose to deal with that 
segment of instruction offered as a fifth 
vear of accounting instruction by colleges 
which offer also a four-year undergraduate 
program in accounting. This will leave out 
of consideration, for purposes of this paper, 
accounting instruction offered in strictly 
graduate schools such as Columbia Uni- 
versity. 

There is implicit in the topic suggested 
to me, ‘Masters’ Theses,” the thought 
that this group would be interested pri- 
marily in the pattern of a fifth year nor- 
mally leading to a master’s degree, following 
a four-year bachelor’s program. In such a 
graduate program, the distinctive objective 
has ostensibly been to promote more fully 
than has been possible in a four-year 
program, the integration of the individual 
student. 

Graduate instruction facilities should 
not be used to do the work of undergrad- 
uate instruction under currently implied 
philosophies of undergraduate instruction. 
It has not been demonstrated that the 
best program for success in business life 
requires the addition of technical account- 
ing courses to the present typical under- 
graduate curriculum. If, nevertheless, the 
policy of adding specialized courses in 
accounting and auditing procedures and 
problems, as independent courses, is to 
be adopted, that adoption should be made 
with the courage of conviction. Such ex- 
pansion should be made on the undergrad- 
uate level. Extension of an undergraduate- 
type accounting program to five years, for 
example, should not be camouflaged by 
attempts to distinguish degrees of quality 
in masters’ certificates. Actually, there is 
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no general agreement on whether the 
M.A. degree, the M.B.A. degree, or a 
M.Sc. in Accounting should be used to 
denote the lesser quality. 


DOES THE COURSE CONTENT OF GRADU- 
ATE CURRICULA IN ACCOUNTING 
NEED TO BE CHANGED? 


Twenty-five years ago, Professor New- 
love made a study of graduate courses in 
accounting offered by the universities 
listed by the collegiate department of the 
U.S. Bureau of Education as giving gradu- 
ate work in applied economics. Professor 
Newlove observed that the courses were 
largely concentrated in “basic subjects,” 
with such titles as Advanced Accounting, 
Cost Accounting, Systems, Auditing, and 
CPA Preparation."* Since then the gradu- 
ate course content has been leavened with 
the addition of theory, history, and social 
aspect courses. But the character formed 
during the early years persists. The In- 
terim Report of the Standards Rating 
Committee of the American Accounting 
Association was silent on standards for the 
character of courses in a graduate account- 
ing program, except to indicate that the 
needs of the student should be the guide 
to selection of particular courses.” 

Placing emphasis in graduate instruc- 
tion on the traditional subject-matters of 
undergraduate accounting instruction is 
inadequate to the needs of social integra- 
tion. It absorbs the time that needs to 
be given to the study of new-type ma- 
terials which attempt to coordinate the 
subject of accounting with related sub- 
jects such as economics and law. Definite 
subject materials need to be developed 
which connect economics and accounting 
as complementary activities in relation 
to common business and social problems. 

In addition, recent organizational at- 


14 Newlove, G. H., “Graduate Courses in Account- 
ing,” THe AccounTING REviEw, June 1927, p. 167. 
5 Miller, Herman C., ibid., p. 21. 
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tempts to reconcile the differences in con- 
cepts and in thought-processes of ac- 
countants, economists, legal thinkers, and 
others should be evaluated, and relevant 
materials should be included in graduate 
accounting curricula. 

Further, additional subject-materials 
should be developed to aid the process of 
analyzing the relations between account- 
ing, engineering, and economics as these 
apply to selected managerial problems. 
Aspects of educational philosophy and 
psychology are also among the appropri- 
ate subject-materials because they may 
be relevant to the solution of particular 
business and socio-business problems. 

The addition of technical courses in the 
graduate curriculum would be at the ex- 
pense not only of social integration. It 
would defeat the aim of personal integra- 
tion. 

Personal integration depends in part 
on the provision of facilities for research 
and expression. 

Many educators recognize in graduate 
work the opportunity for individual in- 
tegration. In giving his report as chair- 
man of the American Accounting Associa- 
tion Education Committee in 1938, Pro- 
fessor Miller touched on the social inte- 
gration aspect of university studies. But 
principally he emphasized the desira- 
bility, in college instruction, of stimulat- 
ing intellectual activity to the greatest 
extent. Understanding and appreciation 
were deemed to depend on expression. And 
it was believed that these objectives of 
integrating the selected materials within 
the students’ expressive understanding (or 
operational appreciation) could be accom- 
plished only with the addition of graduate 
level work." 

Professor Smith of the University of 
Texas distinguished graduate instruction 
from undergraduate instruction on the 


16 Miller, Hermann C., ibid., p. 191. 
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basis that the former provides “seminar 
work, individual opportunity for research 
and analysis, and broad readings beyond 
a basic course text. . . .””’ Professor Taylor 
has emphasized the value of seminar work 
at the graduate level.!* Professor Miller 
characterized graduate work as primarily 
of a research character.!® Professor Kerri- 
gan has reiterated the importance of in. 
dividual research in a graduate program.” 

Personal integration depends not only 
on the provision of facilities for research 
and expression. The basic problem of 
graduate accounting instruction today is 
one of developing the ability in students to 
express reasoned conclusions on business 
and social problems based on sound an- 
alyses of several types of factors which 
bear on the usefulness of the conclusions. 
For effective and useful integration, the 
research and analysis must be done in 
relation to real and vital business and 
social problems. The accountant, who is in 
the best position to understand and ap- 
praise data derived from accounting proc- 
esses, should be able to apply these data 
in correspondence to other statistical and 
non-statistical data in such a way that ac- 
tion taken based on his conclusions will 
have a high probability of yielding the 
greatest benefit to business and to society 
in the situation. 

How far have we come in 25 years in 
respect to pursuing the integrative ap- 
proach? Do we still need to apologize for 
the character of accounting studies? Pro- 
fessor Bell apparently felt this need, when 
he said in 1926, with reference to the 
classification of research studies at Ohio 

17 Smith, C. Aubrey, “Postgraduate Curricula in 
Accounting,” THE AccounTING Review, April 1948, 
7 2 Taylor, Jacob B., “Program for Graduate Study 
of Accounting,” THE AccounTING Review, M 
1932, p. 42. 

19 Miller, Hermann C., “Suggested Program of 
Education for the Accountant,” zbid., p. 191. k 

20 Kerigan, Harry D., “Some Current Problems 10 


the Teaching of Accounting,” THe ACCOUNTING RE- 
VIEW, January 1952, p. 87. 
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State University, that some of the studies 
“seem to me to be likely to degenerate in- 
to accounting studies before we get 
through.’ 

The training-place for this quality of 
analysis is in the universities. The most ap- 
propriate method of helping the student 
to develop this ability is that of (1) help- 
ing him to understand the source and sig- 
nificance of various types of data, (2) en- 
couraging him to identify problems in 
terms of their basic significance to business 
and society, and (3) requiring him to un- 
dertake the task of searching out and 
marshalling the facts which are appropri- 
ate to the conclusions which he will reach. 
He must be trained to use the scientific 
method, and to see its applications and 
limitations in reference to social problems. 

Professor Dohr was attempting to in- 
terpret the strictly graduate program in 
accounting at Columbia University when 
he indicated that there is a need for 
universities to develop students who can 
think, who can obtain and appraise evi- 
dence in the process of formulating judge- 
ments, and who, in general, “‘can take care 
of themselves under any circumstances.’ 
How can this be done without developing 
in the student an expressive appreciation 
of the typical problems of business in a 
dynamic economic environment? 

A possible clue to a desirable graduate 
program is in the view expressed by a 
typical group of accountant employers. 
The view expressed was that a broad gen- 
eral education is preferable to a narrowly 
technical education; that a person who is 
well trained in general business and eco- 
nomics is likely to do better in business 
through an accounting approach than is 
a person whose education is pointed to 


_™ Bell, Spurgeon, “Research Work at Ohio State 
Tue AccounTiInG REviEw, March 1926, 
p. 39, 

*Dohr, James L., “Graduate Curriculum in Ac- 
Tue AccounTING Review, April 1948, p. 
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technical accounting. This view can 
readily be interpreted as a desire for em- 
ploying graduates whose fundamental 
knowledge of accounting is pointed func- 
tionally to the solution of business prob- 
lems, and who have developed the ability 
to apply accounting, other business and 
economic information to the resolution of 
business problems. The employers in es- 
sence are asking for individual integration 
based on a sound integration of subject- 
matters in relation to socio-business ob- 
jectives. 

It has been argued in this paper that 
the course materials which are appropriate 
to graduate instruction are those which 
promote a comprehensive understanding 
of accounting theory, which relate the 
more strictly accounting materials to other 
data with the aim of appraising the cur- 
rent accounting theory as well as of yield- 
ing more balanced conclusions on problem 
solutions. Some additional course work 
which carries undergraduate topics to a 
more advanced level may be desirable if 
appropriate methods for effecting personal 
integration are used in the development of 
that material. There remains for considera- 
tion the function of the master’s thesis in 
graduate instruction. 


IS THE PRACTICE WITH RESPECT TO 
MASTERS’ THESES CONSISTENT 
WITH THE AIMS OF SOCIAL 
AND PERSONAL 
INTEGRATION? 


The characteristic type of graduate in- 
struction philosphy, which professes pri- 
mary concern for deveiopment of the 
thinking potential of students, has missed 
the boat. A scanning of almost any list of 
masters’ theses accepted in the colleges of 
commerce and business administration in 
the nation reveals a very heavy concen- 

% Schmidt, Leo A., ‘Employers’ Conference Eval- 


uates Accounting Curriculums, Recruitment, Place- 
ment,” Journal of Accountancy, October 1948, p. 292. 
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tration on narrow topics, and suggests 
a predominant procedural (“how”) ap- 
proach.* There are notable exceptions. 
But if the principle of personal integration 
at the graduate level is to be realized, 
selection universally of a topic with social 
integrative character is a prime necessity. 

Educators in the graduate field have at- 
tempted to justify a certain degree of what 
they term vertical development of mas- 
ters’ theses. Yet they have maintained 
that a graduate student’s supervisor 
should assure a proper balance between 
vertical and horizontal development. The 
argument of this paper leads to the con- 
clusion that the universal emphasis in the 
selection and development of masters’ 
theses should be predominantly horizontal. 

In training a person for professional ac- 
counting, we should break away from the 
notion that a master’s thesis should be 
judged by the criterion of adding to the 
‘sum of knowledge.” In accounting, 
theory is short, and specialization in 
masters’ theses is inappropriate. Such 
ostensible specialization is often a mere de- 
ductive application of a body of rules or 
doctrines to special types of business opera- 
tions. The aim of professional graduate 
education should be personal integration 
in relation to the expected responsibilities 
in the field. The development of the indi- 
vidual should be paramount. 


** See, for example, the list presented by Jones, 
Ralph C., “Research Projects in Accounting,” THE 
AccouNnTING Review, July 1951, p. 400. A supple- 
mentary list is presented in the issue of January 1952, 
p. 124. These may be compared with earlier lists in 
the issues of September 1937, p. 313, September 1938, 
p. 286, September 1939, p. 312, September 1940, p. 
421, and September 1941, p. 288. 

In 1935 Professor Miller commented on the choice 
of topics for masters’ theses in 24 universities from over 
the United States approved since 1929. He remarked 
that over 36 per cent of the titles indicated subjects in 
accounting systems of specific corporations, industries, 
or associations, cost accounting systems, miscellaneous 
problems in cost accounting, and statistical and financial 
analyses. The substance of Professor Miller’s query is 
still appropriate, “Does it not seem strange that only 
18 titles out of 415 deal with accounting and related 
Miller, Hermann C., “Masters’ Thesis,”’ THE 
ACCOUNTING REvIEw, March 1935, p. 33. 
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Nor should the graduate student’s ef. 
forts be proselytized for the accomplish. 
ment of specific research aims of the sty. 
dent’s supervisor or those of research or. 
ganizations. Direction of the student’s re. 
search efforts toward specific projects of 
the school’s bureau of economic and busi- 
ness research will not ordinarily achieve 
the best personal integration in the indi- 
vidual student. 

The student’s development in individual 
integration, applied along social integra- 
tion lines, should be the criterion by which 
graduate thesis topics are selected and ap- 
proved. This recommendation is all the 
more cogent when one notes the shortness 
of time and the paucity of facilities for de- 
veloping significant generalizations con- 
stituting an addition to the “store of 
knowledge.” 

The student who applies the horizontal 
development concept to the master’s 
thesis, will need to search in fields of Psy- 
chology, Sociology, Economics, Political 
Philosophy, Public Administration, Legal 
Philosophy, or other areas. His conclusions 
will need to be tentative, and should be 
accepted as such. His will only rarely be 
a “‘contribution to knowledge.” The prac- 
tice will have benefited him in two main 
ways. First, he will have a better apprecia- 
tion of the organic character of society, 
and of the interdependence of its many 
parts. Second, his necessary contact with 
a wide array of persons and thought will 
increase the value of his services in any or- 
ganized business. The student will be using 
his research effort to develop his under- 
standing of appropriate criteria to be ap- 
plied in judging any results, and to de- 
velop his ability to apply these criteria, 
derived from the broad fields of social 
science, in a tentative way to business 
proposals. 

In relation to course work, then, the 
master’s thesis is complementary. Course 
work in specific subject-matters, seminars 
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in research methods, and masters’ theses 
should have a common aim. That aim can 
be accomplished only by appropriate in- 
tegration of accounting subject-matters 
with other subject-matters aligned toward 
solving business and social problems. The 
correlation of subject-matters will ac- 
complish a desirable result only to the de- 
gree to which graduates are able to relate 
significant data to the solution of business 
and social problems. Training for such ac- 
complishments is the function of universi- 
ties and colleges. To the degree that the 
undergraduate programs of colleges and 
universities are deficient both in the co- 
ordination of subject-matters and in the 
development of expressive abilities in the 
use of coordinated data related to signifi- 
cant problems, the responsibility is on 
graduate instruction to overcome the 
undergraduate limitation. Undergraduate 
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curricula and instruction in accounting 
are definitely deficient. The conclusion 
logically follows: the aims of social and in- 
dividual integration must be accepted as 
the basis of graduate accounting adminis- 
tration and curriculum building. 

An important consideration remains to 
be mentioned. The psychological needs of 
the professional accountant require a 
comprehensive and expressive understand- 
ing of business problems. Only through in- 
tegration of the individual in relation to 
social integration principles can this need 
be adequately met. A blocking of this 
personal development will be reflected in 
nervous irritation and psychoses, or al- 
ternatively in the development of protec- 
tive inertia. In either case the individual 
will fall short of his maximum contribu- 
tion to his own personal life. 
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SUPPLEMENTARY LIST OF RESEARCH 
PROJECTS IN ACCOUNTING’ 


RALPH COUGHENOUR JONES 
Director of Research 


Cost ACCOUNTING 


(See also Accounting Theory, Managerial 
Accounting, and Accounting Systems) 


Doctors 


Accounting for Costs and Related Problems in 
the Citrus Industry, Gordon Edward Bell, 
University of Florida (In Progress). 

Current Cost Theory, Lawrence Joseph Ben- 
ninger, University of Missouri, 1949. 

Differential Cost Accounting, Paul L. Noble, 
Ohio State University, 1952. 

Effects of Varying Cost Accounting Procedures 
upon Pricing Decisions in Selected Companies 
of the Canning Industry, Ralph D. Swick, 
Indiana University, 1951. 

Problems in Accounting for Natural Gas, I. E. 
McNeill. University of Texas (In Progress). 
The Use of Statistical Techniques in Cost Ac- 
counting, L. Wheaton Smith, Jr., Stanford 

University (In Progress). 


Masters 


Accounting for Joint Products and By-Products, 
Edward W. Leckerling, City College of New 
York, 1952. 

Allocation of Joint Oil and Gas Costs with Special 
Reference to Louisiana, Helene McGee Walker, 
Tulane University, 1952. 

Alternative Costs, Gerald Blum, City College of 
New York, 1952. 

The Application of Industrial Cost Accounting 
Techniques to the Operation of The Amana 
Society’s Farms, George L. D. Eichacker, 
University of Iowa, 1952. 

Clerical Cost Control, Lloyd D. Carpenter, 
Miami University, 1952. 

Cost Accounting and Production Control in a 
Small Metal Specialty Products Manufacturing 
Concern, David Killian Layser, University of 
California, Berkeley, 1952. 

Cost Accounting System of Small Machining 
Company—A Case Study, Jerome H. Stern, 
Northwestern University, 1952. 


* Previous lists were published in the July, 1951 
and January, 1952 issues of the AccounTING REVIEW. 


Cost Allocations of Commercial Airlines, Ita 
Frank Denny, University of California, Berke- 
ley, 1952. 

The Cost Control Reporting System of the 
United States Air Forces—Its Advantages 
and Limitations, Jack M. MacGregor, Univer. 
sity of Alabama, 1951. 

Developing a Cost Control Program for a Job 
Order Tool Room, Stanley F. Reid, Stevens 
Institute of Technology, 1951. 

Installation of a Standard Cost System in a 
Process Plant (Coffee Roasting), Francis §. 
King, Stevens Institute of Technology, 1952. 

Normal Return on Investment as a Cost in the 
Tire and Rubber Industry, John G. Moorhead, 
Indiana University, 1951. 

Oliver United Filters, Inc.—A Case Study in 
Cost Accounting, Frank G. Summers, Jr., 
University of California, Berkeley, 1952. 

Study of Orchard Accounting Problems, Philip 
A. Oertli, University of California, Berkeley, 
1951. 


ACCOUNTING SYSTEMS, CASE AND 
INDUSTRY STUDIES 


(See also Accounting Theory) 
Doctors 


Development of Proposed Practical Accounting 
Procedures for Protestant Churches, Emerson 
O. Henke, Indiana University, 1951. 


Masters 


Accounting for Building Contractors, Alex J. 
Antal, City College of New York, 1952. 

Accounting for a Chain Food Store—A Case 
Study, Lorraine Bernice Hockett, Northwestern 
University, 1952. 

Accounting for Factors, Howard Sorkowitz, 
City College of New York, 1952. 

Accounting for Industrial Research—A Case 
Study, Marvin J. Lambert, Northwestern 
University, 1952. 

Accounting for Mortgage Investment Companies, 
Joseph H. Watson, City College of New York, 
1952. 
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Supplementary List of Research Projects in Accounting 


Accounting for a Small Automobile Sales Agency 
in the Philippines—A Case Study, Rosario 
S. Cabrera, Northwestern University, 1952. 

An Accounting System for the Ace Drug Store, 
Thomas John Manos, Northwestern University, 
1952. 

An Accounting System for a Boy Scout Council, 
Eugene Lowell Delves, Northwestern University, 
1952. 

Accounting System for a Finance Company, 
Thomas C. Ebenreiter, University of Wisconsin, 
1952. 

An Accounting System for Livestock Marketing 
Cooperatives, Robert Glen Berryman, North- 
western University, 1952. 

Accounting System for a Small Wholesaler, Lois 
G. Hammes, University of Wisconsin, 1952. 

Accounting Systems, Donald R. Jackson, Uni- 
versity of Maryland, 1952. 

The Application of Stabliized Accounting to 
Financial Statements of Three Rubber Com- 
panies, Ying Chow Lee, University of Tennessee, 
1952. 

Brewery Accounting, Norman W. Bergemeann, 
University of Wisconsin, 1952. 

A Case Study in Stablized Accounting: The 
Cherokee Textile Mills, Ronald Loy Ownby, 
University of Tennessee, 1952. 

A Case Study of the Accounting System at the 
Continental Gin Company in 1952, Quennon 
L. Taylor, University of Alabama, 1952. 

A Critical Study of the Accounting Systems of 
Negro Pharmacies in the State of Louisiana, 
Sister M. Emmanuella Walsh, Tulane Uni- 
versity, 1951. 

A Case Study of the Accounting System of a 
Small Chemical Plant, Bruce Hardin Jones, 
University of Alabama, 1951. 

Control of Maintenance Costs, E. Watson Palzer, 
Jr., Temple University, 1952. 

Cost System for a Medium Sized Brewery, 
William D. Hawes, Northwestern University, 
1952. 

Department Store Information Processing by 
Digital Compute Techniques, Benham E. 
Morriss, Jr., Massachusetts Institute of Tech- 
nology, 1952. 

Development and Operation of Standard Costs 
in the Milk Industry, George Retter, Temple 
University, 1952. 

Direct Insurance Agency Accounting, Robert 
Katz, City College of New York, 1952. 

Process Cost Accounting in the Cane Sugar 
Refining Industry, William F. Garrity, Temple 
University, 1952. 
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Public Utility Work Order Systems, Kay Don 
Galliher, Washington University, 1952. 

Some Problems of Accounting for Automobile 
Dealers, Reuben I. Pound, University of Tulsa, 
1952. 

Some Significant Applications of Accounting to 
Automotive Production, Maurice I. Strait, 
Michigan State College, 1952. 

Statistics of Earnings of Leading Corporations 
of Agricultural Machinery Industry, Rev. 
Linus T. Carr, T.O.R., Catholic University (In 
Progress). 

Statistics of Earnings of Leading Corporations 
of Drug and Medicine Industry, John Joseph 
Kain, Catholic University, 1952. 

Study of Motor Carrier Accounting Problems, 
Vivian R. Miller, University of California, 
Berkeley, 1952. 

A System of Accounts for a Midwestern Farm, 
Frederick Everett, University of Iowa, 1952. 

A Systems Study of the Collection and Pay- 
ment Procedures of the Chicago Seven-Up 
Bottling Company, Santiago G. Syjuco, Jr., 
Northwestern University, 1952. 

The Use of Electronic Computers in Accounting, 
Donald D. Kindler, Washington University, 
1952. 

Work Simplification in Accounting, Harry F. 
Boylan, Temple University, 1952. 


ACCOUNTING THEORY 
(See also Reports and Statements) 
Doctors 


The Accounting and Tax Aspect of Fringe Wage 
Payments, Robert Seiler, University of Alabama 
(In Progress). 

The Accounting Aspects of Industrial Pension 
Plans, Paul E. Fertig, Ohio State University, 
1952. 

Accounting for Reserves, Catherine Miles, Uni- 
versity of Alabama (In Progress). 

Accounting Under Conditions of Changing 
Prices from the Debtor and Creditor View- 
point, Eugene L. Zieha, University of Illinois, 
1952. 

An Analysis of the Changing Functions of Ac- 
counting, Vernie E. Odmark, University of 
Missouri (In Progress). 

The Concept of Business Income, Charles E. 
Johnson, University of Minnesota, 1952. 

Factors which Modify the Area of Service of 
Accounting-to-the-Public, William A. Terrill, 
University of Illinois, 1952. 

An Interpretation of Accounting Conflicts, Lee 
Livingstone Johnson, University of Missouri, 
1941. 
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A Study of Pension Systems, Charles H. Griffin, 
University of Texas (In Progress). 

A Summary and Evaluation of Selected Terms 
of Variable Usage in Financial Accounting, 
Frank W. Singer, Indiana University (In Prog- 
ress). 

The Theory, Construction, and Uses of Flexible 
Budgets, Glenn A. Welsch, University of Texas, 
1952. 

Theory of Surplus, Harvey E. Donley, University 
of Missouri, 1952. 


Masters 


Accounting and Legal Considerations in the 
Classification of Surplus, Laurel R. Green 
University of North Carolina, 1952. 

Accounting Aspects of Currency Devaluation and 
Restrictions, Richard Becker, City College of 
New York, 1952. 

Accounting for Appreciation on Fixed Assets—A 
Survey of Recognized Accountants on the 
Accounting Method for Appreciation on Fixed 
Assets, Oscar J. Townsel, Catholic University, 
1951. 

Accounting for Intangible Assets, Martin Ives, 
City College of New York, 1952. 

Accounting for Pensions, John Peter Carroll, 
Pennsylvania State College, 1951. 

Accounting for Reseach and Development Costs, 
Richard A. Ellis, Usiversity of Alabama, 
1952. 

Accounting Treatment of Reserves, Alvin Weis- 
berg, City College of New York, 1952. 

A Comparison of Missouri Corporation Code 
with Accepted Accounting Principles, Henry 
Walter Pieper, Jr., Washington University, 
1952. 

Depreciation Accounting—A Survey of Progress 
to Date, Harvey Edward Donley, University 
of Missouri, 1949. 

Depreciation Accounting in Selected Foreign 
Countries, Merlin J. Jones, Northwestern Uni- 
versity, 1952. 

Fixed Charges Included in Inventory, Hubert 
H. Hannah, Ohio State University, 1952. 

Inventory Accounting in the Oil Industry, John 
R. Bateman, University of California, Berkeley, 
1952. 

Inventory Pricing Methods for Merchandising 
and Manufacturing Enterprises, Raymond G. 
O’Neill, University of Maryland, 1952. 

The Problem of Inventory Valuation, Shui Wang, 
University of Missouri, 1949. 

Some Viewpoints of Leading Accountants on the 

Treatment of Extraordinary Items, John T. 

Taylor, Catholic University, 1951. 


The Accounting Review 


Study of Foreign Exchange Accounting and Jty 
Current Problems, Ronald Maus, Universiiy 
of California, Berkeley, 1951. 

Tax Accounting versus General Accounting 
Jerald Greenberg, City College of New Yor}, 
1952. 

Treatment of Deferred Credits Under Accounting 
and Under Federal Tax Laws, Andrew Anki 
Hoshijo, Northwestern University, 1952. 


Faculty Research 


Accounting: A Logical System for Measurement 
of Economic Events, Paul Kircher, University 
of California, Los Angeles, 1952. 

Journal Entries for National Income Accounts, 
Paul Kircher, University of California, Los 
Angeles, 1952. 


TAXATION, GOVERNMENT CONTRACTS 
AND RENEGOTIATION 


(See also Accounting Theory and Profession 
of Accounting) 


Doctors 


Amortization of Emergency Facilities, Robert 
Glenn Falls, Indiana University (In Progress), 

The Impact of the Federal Income Tax on Say. 
ings and Loan Associations, Charles H. Spencer, 
Indiana University (In Progress). 

The Impact of Federal Taxation on Methods by 
Which the Use of Real Estate is Acquired by 
Commercial Enterprises, George’ E. Nunn, 
Indiana University (In Progress). 

The Impact of Federal Taxes on Real Estate De- 
velopers, Donald E. Roark, Indiana University 
(In Progress). 


Masters 


Accountant’s Role in Tax Practice, Arthu' 
Susswein, City College of New York, 1952. 
Accounting for Government Cost-Plus-Fixed Fee 
Contracts—A Study of the Problems En- 
countered by Contractors, Sanford O’Leesky, 

City College of New York, 1952. 

Accounting for Prepaid Income, 
Yuschak, Temple University, 1952. 

Capital and Revenue Expenditures for Federal 
Income Tax Purposes, Franklin E. Nolt, 
Pennsylvania State College, 1951. 

Commercial Accounting versus Tax Accounting 
Murray Portnoy, City College of New York, 
1952. 

A Comparative Study of South Carolina and 
Federal Personal Income Taxes, Dick Andrews, 
University of Georgia, 1952. 

A Comparison of Federal and Alabama Income 
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Taxes as They Affect the Individual Tax- 
payer, Jack Wise, University of Alabama, 1951. 

Compensation for Services under the Federal 
Income Tax Law, Irving Baumwald, City Col- 
lege of New York, 1952. 

The Deductibility of Losses under the Income 
Tax Law, Ernest A. Bergauer, City College of 
New York, 1952. 

“Pair Market Value’”—Application and Methods 
of Determination in Federal Income Taxation, 
John W. Cook, University of Alabama, 1952. 

Federal Income Tax Treatment of Corporate 
Officer-Stockholder’s Execssive Compensation, 
Rayford John McLaurin, University of Ala- 
bama, 1951. 

Federal Income Taxation of Real Estate Trans- 
actions, Joseph Karasyk, City College of New 
York, 1952. 

Federal Taxability of Non-Cash Benefits to 
Employees, Murray Greenberger, City College 
of New York, 1952. 

Goodwill Problems in Federal Taxation, Robert 
A. Kirk, A. and M. College of Texas, 1951. 

The Historical Development of Capital Gains 
Taxation in the United States, William H. 
Yamada, Ohio State University, 1952. 

History and Application of Section 107 of the 
Internal Revenue Code, George Schneider, 
City College of New York, 1952. 

History of Percentage Depletion in Federal 
Taxation, Harry Lee Webster, University of 
Texas, 1952. 

Income Tax Problems of Partnerships, Clyde W. 
Harrell, A. and M. College of Texas, 1951. 

Income Tax Treatment of Real Estate and Secu- 
tity Transactions, William Jesse Burnham, 
A, and M. College of Texas, 1952. 

Inventories and the Federal Income Tax: A 
Study of the Treasury Regulations and Court 
Decisions Relating to Inventories of a Manu- 
facturing Concern, Robert Eugene Maurath, 
Ohio State University, 1952. 

Involuntary Conversions under the Federal In- 
come Tax Law, David S. Sterling, Northwestern 
University, 1952. 

Section 3801: Mitigation of the Statute of Limi- 
tations, Stanley Phillip Lapin, Northewestern 
University, 1952. 

Selected Income Tax Problems of Closely Held 
Corporations, Thomas Martin Cunningham, 
A. and M. College of Texas, 1952. 

State Income Tax Payments on a Relationship 
to Federal Tax Payments, Albert C. Winter, 
University of Iowa, 1952. 

A Study of the Amortization Deduction Provided 

by Section 124A of the Internal Revenue Code, 


Supplementary List of Research Projects in Accounting 


Top Management Reports for Large Scale Main- 
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J. Vaughan Hamm, University of Alabama, 
1951. 


Taxation of Income in Blocked Foreign Currency, 


Adolf Mayer, City College of New York, 1952. 


Tax-Exempt Status of Certain Organizations, 


Paul Tobey, City College of New York, 1952. 


Voluntary Disclosures under Federal Income Tax 


Administration, Ronald Klinger, City College 
of New York, 1952. 


MANAGERIAL ACCOUNTING, BUDGETING, 
CONTROLLERSHIP, AND 
INTERNAL AUDITING 
(See also Reports and Statements) 

Doctors 


Cost Control, Walter Kennon, University of 


Chicago (In Progress). 


The Purpose and Design of Accounting Reports 


for Managerial Use, Jim G. Ashburne, Uni- 
versity of Texas, 1952. 


The Role of Internal Auditors in the Adminis- 


tration of Large-Scale Industrial Enterprises, 
William T. Jerome, Harvard Business School, 
1952. 


Masters 


An Analysis of the Procedures of Internal Con- 


trol Exercised at a Privately Owned Business 
School, Philipp Schmidt, Jr., Northwestern 
University, 1952. 


Application of Budgetary Principles at the De- 


partment Level, Lloyd A. Kraushaar, Univer- 
sity of Rochester, 1952. 


A Case Study in Development of Labor Costs— 


Production Relationships for Budget Purposes, 
Franklin C. Markle, Jr., Temple University, 1952. 


Costs for Managerial Use, LeRoy E. Hegge, 


University of Wisconsin, 1952. 


A Descriptive Appraisal of Internal Auditing, 


Leo J. Muldoon, University of Rochester, 1952. 


Directing the Management of Research and 


Development through the Use of Accounting 
Techniques, David M. Keay, Massachusetts 
Institute of Technology, 1952. 


Lack of Internal Control in Fraud Cases, Joseph 


V. Randino, City College of New York, 1952. 


The Role of Cost Accounting in Cost Control, 


Lewis R. Crum, Washington University, 1952. 


The Significance of Accounting in Labor-Manage- 


ment Relations, Rev. James J. Cain, O.S.A., 
Catholic University, 1953. 


Faculty Research 
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tenance Operations, Paul Kircher, University 
of California, Los Angeles, 1952. 


REPORTS AND STATEMENTS 


Doctors 


Labor Union Use of Corporate Financial 
Statements and Related Data, Wilbur F. 
Pillsbury, Indiana University (In Progress). 

Objectivity and Relevance in Accounting Evi- 
dence, Kenneth B. Berg, University of Illinois, 
1952. 

The Reporting of Foreign Operations, Samuel R. 
Hepworth, University of Michigan (In Progress). 

Statements of Sources and Applications of 
Working Capital, Hector R. Anton, University 
of Minnesota (In Progress). 

The Weekly Federal Reserve Statement: Its 
History and Significance, Richard J. Bannon, 
Catholic University, 1952. 


Masters 


An Analysis of Company Annual Reports from 
the Point of View of Labor, James Teasley 
Frye, University of Georgia, 1952. 

Analysis of Financial Statements of the Five 
Largest Banks of Selected Cities, John E. 
Manion, Catholic University, 1952. 

The Effects of a Rising Price Level Upon the 
Financial Statements of Corporations in the 
United States, James J. Sullivan, Northwestern 
University, 1952. 

An Examination of the Financial Statements of 
Twenty-Five Oil Companies for a Two-year 
Period, W. C. Hatfield, A. and M. College of 
Texas, 1952. 

Net Worth Section of Balance Sheets of Leading 
Limited Price Variety Stores, Edmund C. 
Pezalla, Catholic University, 1952. 

A Partial Analysis of Financial Statements of the 
Rubber Tire Industry, Ferguise E. Mayronne, 
Jr., Catholic University, 1952. 

A Partial Analysis of the Use of Published 
Averages Concerning Corporate Rates of 
Return, Thomas C. McDonough, Catholic 
University, 1952. 

A Study of Current Practices in Financial State- 
ment Preparation, Arthur M. Leon, City 
College of New York, 1952. 

A Study of Reserves Used in Corporate Financial 
Reporting, Cline J. Murphy, A. and M. College 
of Texas, 1953. 


Faculty Research—Research Bureau Project 


Fund Statement Practices in the United States 
and Canada, H. R. Anton, H. I. Kester, J. B. 
Olson, University of Washington (In Progress). 


The Accounting Review 


CONSOLIDATIONS, REORGANIZATION, 
INSOLVENCIES, BANKRUPTCIES, 
AND CAPITAL READJUSTMENTS 

Masters 


Consolidated Statements, Their Development, 
Problems, and Shortcomings, Joseph A. Amdt, 
Temple University, 1952. 

The Unwritten Requirements of Tax-Free Corpo. 
rate Reorganizations, Kline Duncan Strong 
Northwestern Universily, 1952. 


AUDITING 
(See also Managerial Accounting) 


Masters 
An Analysis of the Legal Responsibility of the 


Public Accountant, Martin S. Mendelsohn, 
University of Maryland, 1952, 

An Investigation of the Applications of Statistical 
Method to the Auditing of Sales, James G. 
Carter, Michigan State College, 1951. 

A Study of the Functioning of the General Ac. 
counting Office, Julian Zarnitsky, City College 
of New York, 1952. 

The Audit of Inventory by the External Account- 
ant, Arthur J. Brill, City College of New York, 
1952. 

Audit Reports of Sole Proprietorships and Part- 
nerships, Robertson Thomas Bruce, A. ond M. 
College of Texas, 1953. 

Written Representations to Auditors by Clients 
and Third Parties, Eli Phillips, City College of 
New York, 1952. 


GOVERNMENTAL, INSTITUTIONAL, 
AND FipuciIARY ACCOUNTING 


(See also Auditing and Managerial Accounting) 
Doctors 


Effective Management of Purchasing Functions 
In State Governments, Edward S. Lynn, 
University of Texas (In Progress). 

Unemployment Insurance Benefit Financing in 
Georgia, William Rogers Hammond, /ndiene 
University (In Progress). 


Masters 


Accounting and Administration of Decedents’ 
Estates in California, James Charles Peirano, 
University of California, Berkeley, 1952. 

Accounting for Professional Clubs and Associa- 
tions, Paul Henry Walgenbach, Northwestern 
University, 1952. 

An Accounting System for an Alabama Munic- 
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pality of Under 6,000 Population, Thomas 
William LeLievre, University of Alabama, 1951. 

An Analysis of the Accounting System of the 
Federal Government with Special Emphasis on 
the Evaluation, Interpretation, and Definition 
of the National Debt, Milton Ross Norris, Jr., 
Western Reserve University, 1952. 

Institutional Accounting—Student Union, Wil- 
liam R. Bailey, University of Wisconsin, 1952. 

Nature and Scope of Financial Statements of 
Catholic Hospitals in the United States, Sister 
Anna Miriam Morrison, §.S.J., Catholic Uni- 
versity, 1951. 

A Retirement Plan for Counties with Particular 
Emphasis on the Travis County, Texas, Re- 
tirement Plan, Junior Louis Hall, University 
of Texas, 1952. 

Third Party Reimbursable Costs to Hospital, 
Orvil Marius Bushman, Northwestern Univer- 
sity, 1952. 


History OF ACCOUNTING 
(See also Reports and Statements) 


Doctors 


History of Public Accounting in the United 
States, James D. Edwards, University of Texas, 
1952. 


Masters 


Survey of Accounting Studies Undertaken by 
University Bureaus of Business and Economic 
Research, James Frank Ocker, University of 
Texas, 1952. 


Faculty Research 


Evolution of Cost Accounting to 1925, S. Paul 
Garner, University of Alabama (In Progress). 


MISCELLANEOUS 
Doctors 


Accounting, Financial, and Tax Problems Relat- 
ing to Long-Term Leases, Albert H. Cohen, 
University of Michigan (In Progress). 

Accounting Problems Arising from the Use of 
Stock Options and Other Deferred Payment 
Plans in Compensating Corporate Executives, 
Daniel L. Sweeney, University of Michigan 
(In Progress). 

Amortization of Emergency Facilities, Robert 
G. Falls, Indiana University, 1951. 

Dealing with the Influence of Professional Ac- 
counting Opinion on Management Decisions, 
Richard L. Smith, Harvard Business School 

(In Progress). 


Supplementary List of Research Projects in Accounting 


Masters 


An Accelerated Depreciation of Post War Ad- 
ditions and Reserves for High Cost Replace- 
ments—a Study of Twenty Companies, Leon- 
ard Sophian, Northwestern University, 1952. 

Accounting for Joint-Interest Operations in the 
Petroleum Industry, George Bierce McCul- 
lough, Tulane University, 1952. 

The Effect of Stock Dividends on the Market 
Price of Shares, Ray Earl Brackett, Jr., Uni- 
versity of California, Berkeley, 1952. 

Microphotography in Accounting, Sister Irene 
Marie Murphy, G.N.S.H., Catholic University, 
1952. 

Recovery and Sale of Oil Well Gas in South 
Louisiana, William R. Gilliland, Tulane Uni- 
versity, 1952. 

A Study of the Apparent Weaknesses in the 
Organization and Promotion of the Tucker 
Corporation, Charles Lowry McLafferty, Vorth- 
western University, 1952. 

Study of Purposes and Methods of Sale and 
Lease Back of Real Estate by Business Corpo- 
rations, Samuel L. Mayall, University of Cali- 
fornia, Berkeley, 1952. 

Use of the Compound-Interest Methods of 
Depreciation, Lucille Terry Martee, University 
of Colorado, 1951. 


PROFESSION OF ACCOUNTING 
Doctors 


Research Activities of National Accounting Or- 
ganizations, Charles T. Zlatkovich, University 
of Texas, 1951. 

The Usefulness of Criticism in Accounting, Glen 
G. Yankee, University of Illinois, 1952. 


Masters 


The Accounting Concept: Full Disclosure, Robert 
C. Stegman, Temple University, 1952. 

The Certified Public Accountant in the United 
States, Albert B. Dorf, City College of New 
York, 1952. 

The Independent Public Accountant, George 
Schneider, City College of New York, 1952. 
An Investigation into Possible Increased Service 
To Small Business by the Public Accounting 
Profession, Milford K. Kellogg, University of 

Washington, 1952. 

The Professional Responsibilities of the Certified 
Public Accountant, Sheldon E. Penn, City 
College of New York, 1952. 

Representing the Client in Tax Matters—A Study 

of the Lawyer-Accountant Controversy, Leon- 

ard Rapaport, City College of New York, 1952. 
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A Study of the Place of Accountants and At- 
torneys in Tax Practice, Arch Melvin Stoddard, 
University of Alabama, 1951. 

The Training of Public Accountants, J. Rogers 
Rainey, Jr., A. and M. College of Texas, 1952. 


EDUCATION 
Doctors 
Work Experience Programs in Accounting: An 
Analysis and Evaluation, Robert B. McCosh, 
Indiana University (In Progress). 


Masters 

Audio-Visual Techniques for the Elementary 
Bookkeeping Teacher, Sister M. Leo Schimmo- 
lee, O.P., Catholic University, 1951. 

A Survey of Selected Cost Accounting Texts, 
1940-1949, Carless C. Thomas, University of 
Alabama, 1952. 

Teaching of Accounting in College, Burvin Carl 
Alread, University of Missouri, 1950. 


The Accounting Review 


GOVERNMENT REGULATION 
Masters 


The Accountant’s Responsibilities for Fixed 
Asset Valuation for Reports Filed with the 
Securities and Exchange Commission, Henry 
A. DeGolyer, University of Alabama, 1951. — 

Government Regulations and the Certified 
Public Accountant in the Philippines, Adelina 
Arrieta Dominguez, Northwestern University, 
1952. 

The Legal and Administrative Aspects of the 
Determination of the Fair Return in Utility 
Rate Regulation, Robert E. Higgins, Univer. 
sity of Buffalo, 1952. 


Faculty Research 


The Inflationary Outlook and the Pacific Tele- 
phone System, A. M. Cannon and K. 0. 
Hanson, University of Washington, 1952. 


& 


ANNUAL REPORT 


xed 
the 
nry 
fed 
ina 
ily, 
the 
lity 
per- 
ele- 

0 


there 
ing t 
Acco 
whic 
tive | 
devo 
tiona 
incre 
the | 
ties; 
form 
spon. 
cised 
in th 
this 1 
meet 
sente 
velor 
virili 
spon: 
to be 
tion. 
WI 
to lo 
past 
tant 
even 
our | 
tion’s 
in th 
only 
ute, 
is the 
Assoc 
of ed 
fessio 
profe 
out 
founc 


REPORT OF THE 


GEORGE R. 


Association activity in an expanded 

number of areas. The progress 
thereby reflected has been continued dur- 
ing the past year. This is as it should be. 
Accounting continues to take those steps 
which more firmly establish it as an eflec- 
tive profession, Greater attention is being 
devoted to its philosophic bases; its educa- 
tional foundations are being strengthened; 
increased services are being rendered to 
the business and governmental communi- 
ties; the communication of accounting in- 
formation is being improved; greater re- 
sponsibility is being assumed and exer- 
cised; larger numbers are being employed 
in the various phases of its activities. In 
this manner accounting is endeavoring to 
meet the challenge and opportunity pre- 
seated by modern business and social de- 
velopments. This is testimeny of its 
vinlity. That a still brighter and mere re- 
sponsible future awaits appears at present 
to be a prediction not subject to contradic- 
tion. 

While some among us may be tempted 
to look back at less pressing days of the 
past with a sort of nostalgia, it is impar- 
tant that the Association maintain and 
even improve its position of influence in 
our expanding profession. The Associa- 
tion’s members need to play an active role 
in the development of the profession, not 
only because they have much to contrib- 
ute, but also because their own vitality 
is thereby increased. It is requisite that the 
Association’s members active in the field 
of education be integrated into the pro- 
fession and the profession’s progress. No 
profession is satisfactorily developed with- 
out a soundly integrated educational 
foundation. The Association represents a 
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vehicle through the medium of which ac- 

counting educators can express them- 

selves, can make contributions to account- 
ing progress, and can secure a high degree 
of professional integration. 

The Association’s by-laws obligate it: 

1. To encourage and sponsor research in ac- 
counting and to publish or aid in the publi- 
cation of the results of research. 

. Todevelop accounting principles and stand- 
ards, and to seek their endorsement or 
adoption by business enterprises, public 
and private accountants, and governmental 
bodies. 

. To promote studies of accounting as an 
agency of control of business enterprise 
and economic affairs in general. 

. To improve methods of instruction and to 
demonstrate the social benefits of a more 
widespread knowledge of accounting. 


Failure of the Association to maintain and 
to improve its position of influence in our 
expanding accounting profession—in the 
realms of research, development of ac- 
counting principles and standards, and of 
education—would mean failure to meet 
the obligations imposed upon it by its by- 
laws. 

The maintenance and improvement of 
the Association’s position of leadership m 
the above respects in a world in which 
pressures tend to increase imposes a Cor- 
responding increase in burdens and duties. 
Generous and willing spirit have to date 
risen to these requirements. Whether this 
can continue to be expected, and whether 
it can continue to be done under current 
rates of dues and current form of arganiza- 
tion is being tested. It is possible that the 
future may make desirable modifications 
in these respects. Should this develop, it is 
certain that the members of the Associa- 
tion will rise to the occasion. The objec- 
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tives set forth by the by-laws are worthy 
of achievement; success therein is benefi- 
cial to all. 


Relationship with Other Organizations 


The Association continues to enjoy 
cordial relations with other professional 
organizations active in the accounting 
area. Effort was made during the past 
year to develop somewhat closer working 
relationships between the Association’s 
committees and the committees of other 
professional organizations. An offer ex- 
tended by the Controllers Institute of 
America to establish a panel to serve in an 
advisory capacity for the Association’s 
research study directed toward the de- 
termination of the effects which changing 
price levels have upon accounting data 
was accepted. Members of the Association 
were appointed to the Joint Commission 
on Standards of Education and Experi- 
ence for CPA’s, composed of twenty-four 
educators and practitioners and organized 
under the initiative exercised by the 
American Institue of Accountants. The 
Association is also participating in the 
Professional Council on Federal Financial 
Administration, composed of members 
selected from six professional organiza- 
tions and also organized under the initia- 
tive of the American Institute of Account- 
ants. The Professional Council on Federal 
Financial Administration was formed for 
the purpose of studying, recommending, 
and supporting improvements in the Fed- 
eral government’s accounting control pro- 
cedures. 

The Association was represented at the 
Sixth International Congress on Account- 
ing held in London by James L. Dohr, 
George R. Husband, Eric L. Kohler, H. T. 
Scovill, and D R Scott who attended as 
delegates, and by others who attended as 
visitors. Two of the delegates, Messrs. 
Husband and Scott, participated in the 
program of the Congress. President George 
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R. Husband represented the Association at 
the Spring Council of the American Insti. 
tute of Accountants held at White Sulphur 
Springs in April and at the Institute’s an. 
nual meeting held in Houston in October, 
as well as at the spring regional meeting of 
The Institute of Internal Auditors held in 
Detroit and at the annual fall meeting of 
the Michigan Association of Certified Pub- 
lic Accountants held in Ann Arbor. Presi- 
dent-elect Russell H. Hassler and Bern C. 
Lemke represented the Association at the 
annual meeting of The Institute of In- 
ternal Auditors held in St. Louis in Oc- 
tober. President-elect Russell H. Hassler 
also represented the Association at the 
annual meeting of the Federal Gover- 
ment Accountants Association held in 
Washington in November. Cecilio A. 
DeGuzman represented the Association 
at the Sixth Annual Convention of the 
Philippine Institute of Accountants held 
in Manila in November. Past-president 
Hermann C. Miller again represented the 
Association at the annual meeting of the 
Council for Professional Education for 
Business. The Council is sponsored by the 
American Association of Collegiate Schools 
of Business and exists for the purpose of 
complementing and serving the repre- 
sented member associations (ten in num- 
ber) in the promotion and improvement of 
business education. 


Grants in Aid 


Two grants in aid were received during 
the year; one from the Merrill Foundation 
for $15,000 and one from the Stans Foun- 
dation for $1,000. A third grant to help 
finance proposed activities of the Commit- 
tee on National Income has been applied 
for. 

The grant from the Merrill Foundation 
is being used to finance a pilot research 
study designed to determine the influence 
which price level changes exert upon ac- 
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counting data and tke problems involved 
in measuring such influence. The study is 
being conducted under the general direc- 
tion of the Association’s Director of Re- 
search, Ralph C. Jones. As of the close 
of the year the pilot study was well ad- 
vanced. The accounting records of four 
organizations are being analyzed. Arthur 
Andersen and Company, Lybrand, Ross 
Bros. and Montgomery, and Peat, Mar- 
wick, Mitchell and Company, auditors of 
the companies whose records are being 
analyzed, are cooperating in the conduct 
of the study. The companies whose records 
are being analyzed are also providing co- 
operative services. 

The grant from the Stans Foundation is 
being used to finance the cost of drafting 
the various statements being prepared by 
the Committee on Accounting Concepts 
and Standards. Virgil B. Boyd of North- 
western University is assisting in the 
drafting of statements. 


Awards and Prizes 


The Alpha Kappa Psi award, estab- 
lished this year in the form of a life mem- 
bership in the Association, was awarded to 
Maurice H. Stans in honor of his many 
constructive activities in the affairs of the 
Association and of accounting generally. 
The award was a gift of the Alpha Kappa 
Psi fraternity and was presented at the 
annual meeting at Minneapolis by Ray- 
mond G. Woolever, Grand President of 
the fraternity. 

In the Student Prize Essay Contest, de- 
signed to encourage creative activities 


“among accounting students, first prize 


was awarded to James Raptis of the Uni- 
versity of Buffalo and second prize to 
Harry Burleson of Wayne University. 
The contributions of Edward P. Sine of 
Columbia University and of Roger L. 
Norton of the University of Buffalo re- 
ceived honorable mention. 
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Miscellaneous Tiems 


A substantial number of new members 
has again been added to the Association’s 
membership list, although associate mem- 
berships, reflecting the decrease in en- 
rollments, continue to decline. The finan- 
cial position of the Association remains 
sound, as is attested by the financial state- 
ments. The high standards of THe Ac- 
COUNTING REVIEW were maintained under 
the continued and able editorship of Frank 
P. Smith. The Association’s annual meet- 
ing held in Minneapolis was well attended 
and gave every indication of being success- 
ful. 


THE EXECUTIVE COMMITTEE 


The Executive Committee met jointly 
with the 1951 Committee in December, 
1951; separately in April and September 
of 1952; and jointly with the 1953 Com- 
mittee in December, 1952. The September 
meeting was held in Minneapolis. All 
other meetings were held in Chicago. 

To the end of more effective committee 
operation the Executive Committee de- 
voted considerable attention during the 
year to the problem of committee organi- 
zation. A subcommittee composed of 
Frank P. Smith, Chairman, Robert L. 
Dixon, and S. Paul Garner, after consider- 
able study, recommended more pointed 
organization of the Association’s commit- 
tees. It was thought that better use would 
thereby be made of the Association’s 
funds, that better coordination between 
committees would be secured, and that 
the reports of committees working in re- 
lated areas would be correlated before 
being presented to the Executive Com- 
mittee. It was further recommended that 
certain joint committees be given specific 
responsibility for designated areas, such, 
for instance, as the area of accounting 
education, and that under the joint com- 
mittees’ over-all supervision task commit- 
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tees be appointed to assume responsi- 
bility for developing the respective subsid- 
iary areas of activity. Specific suggestions 
were also made as to the method of ap- 
pointing members to the various commit- 
tees, and as to travel allowances, methods 
of reporting, and the like. 
Attention was given, also, to the ques- 
tion of regional meetings. A subcommittee 
composed of Richard S. Claire, Chairman, 
and S. Paul Garner recommended that 
such meetings be authorized whenever 
local interest appeared to promise suff- 
cient support to make their development 
desirable. This recommendation was ac- 
cepted. The subcommittee’s report sets 
forth the general conditions under which 
such meetings will be expected to be con- 
ducted. It is hoped that regional meetings 
may assist the Association to increase its 
serviceability. 
Specific action was also taken on the fol- 
lowing matters which may be of interest 
to the Association’s membership: 
1. Raised associate membership dues to $1.50, 
effective as of July 1, 1952. 

2. Declined to increase life membership dues. 

3. Authorized Mr. Nakajima to translate 
Supplementary Statement No. 2 into Japa- 
nese and include it as an appendix to his 
translation of the Paton-Littleton mono- 
graph, the translation of which was author- 
ized by the 1951 Executive Committee. 

4. Declined to recommend the establishment 

of a new class of emeritus memberships. 

. Declined to approve a proposal that the 
Association set up and administer a pro- 
gram of examinations and certificates for 
non-public accountants. 

6. Approved the publication of a monograph 

by A. C. Littleton—The Structure of Ac- 

counting Theory 


In addition to the actions set forth 
above, the Executive Committee was kept 
apprised of the progress being made by 
the respective operating committees and 
in turn gave advice and directions for the 
respective committees’ guidance. At the 
September meeting of the Executive Com- 
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mittee a number of the chairmen of the 
operating committees reported in person; 
other committee reports received through- 
out the year were in written form. Specific 
approval was also given to proposed oper- 
ating budgets and a careful review was 
made of periodic financial reports pre- 
pared by the Secretary-Treasurer. 


COMMITTEE ON ACCOUNTING CON- 
CEPTS AND STANDARDS 


Stewart Y. McMullen served as chair- 
man of this Committee throughout the 
year. The Committee held four meetings, 
It completed and published: 


Supplementary Statement No. 4, Accounting 
Principles and Taxable Income (Tue Ac- 
COUNTING REviIEWw, October, 1952). 


and has under preparation the following 
prospective statements to which consider- 
able effort has been devoted: 


1. The LIFO Method of Inventory Evaluation. 
2. Allocations of Income Taxes. 

3. Stock Dividends, Splits and Rights. 

4. Foreign Operations. 


Possible statements for future publica- 
tions to which consideration has been 
given are as follows: 


1. Uses and Purposes of Financial Reports. 
2. Profits, If Any, On Treasury Stock. 
3. Conservatism. 


COMMITTEE ON COST ACCOUNTING 
CONCEPTS AND STANDARDS 


The Committee as a whole, Lawrence 
J. Benninger, Chairman, held one meeting 
during the year. The 1951 committee re- 
port, published in the April issue of THE 
AccouNTING REVIEW, was given critical 
analysis and various topics were assigned 
to respective members for study. Two of 
the members assumed responsibility for 
developing a Statement Of Cost Accounting 
Principles. This is currently in the early 
stages of development. 
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COMMITTEE ON PREPARATION OF AN 
ACCOUNTING TEACHER’S MANUAL 


Under the chairmanship of Leo Schloss 
the Committee made outstanding progress 
in advancing the Manual’s preparation. 
Sixty-three of the Associations’ members 
contributed to the completion of the first 
draft of eight contemplated sections, fifty- 
three of whom contributed section ma- 
terial. Each of the sections which it is 
anticipated will be included in the Manual 
has been edited and reproduced for analy- 
sis by members of the Executive Com- 
mittee and others through the kindly as- 
sistance of Arthur Andersen and Com- 
pany. The task of editing the whole still 
remains to be accomplished. 

The Manual project should be com- 
pleted in the not too distant future. The 
cooperation ' manifested in the develop- 
ment of this project bears testimony to the 
interest which the project commands and 
to the willingness of the Association’s 
members to bear those burdens which it is 
believed will contribute to the Associa- 
tion’s welfare. 


COMMITTEE ON NATIONAL 
INCOME ACCOUNTING 


The Committee, Eric L. Kohler, Chair- 
man, held two meetings during the year. 
The members of the Committee prepared 
six papers which appear elsewhere in this 
issue: 


1. The Classification of Sectors in the Social 
Accounts (Julius Margolis). 

2. Use of Accounting Data in National Income 
Estimation (Carl L. Nelson). 

3. Accounting Entries and the National Ac- 
counts (Paul Kircher). 

4, Modification of Accounting Data in National 
Income Estimation (Gilbert P. Maynard). 

5. The National Income and Product Account 
(Raymond Nassimbene). 

6. The Status of Social Accounting and Nation- 
al-Income Statistics in Other Countries 
(W. W. Cooper and J. M. Crawford). 


The work of the Committee continues 
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to be of an exploratory nature but is 
directed toward the long-range objective 
of developing principles and practices es- 
sential to the preparation of national bal- 
ance sheets. If the grant being requested to 
help finance the activities of this Com- 
mittee is obtained, it is contemplated that 
supervised research will be conducted in 
this area, directly by the Committee it- 
self and under the Committee’s super- 
vision in colleges and universities. This de- 
velopment would represent a distinct con- 
tribution to the area. 


COMMITTEE ON SELECTION 
OF PERSONNEL 


The Committee, under the Chairman- 
ship of Thomas M. Dickerson, completed 
and published (THE AccouNTING REVIEW, 
October, 1952) its survey of the results 
being obtained under the American Insti- 
tute of Accountants’ testing program. The 
survey was begun by the 1951 Committee. 
A number of recommendations for im- 
provement were made. 

The Committee enjoyed close coopera- 
tive relationships with the Institute’s com- 
mittee operating in this same general area. 

No new projects were initiated. 


COMMITTEE ON VISUAL AIDS 


The Committee’s chief activity during 
1952 consisted of its advisory services and 
of the following publications: 


1. The Use of Projected Visual Aids in the 
Teaching of Cost Accounting (William E. 
Thomas, THE AccounTING REVIEW, Janu- 
ary, 1952). 

2. Visual Aids Assistance Available (Robert 
Dinman, THE AccounTING REVIEW— 
Teachers’ Clinic—April, 1952). 

3. A Report on the Use of Visual Aids in Teach- 
ing Accounting (John W. Ruswinckel, THE 
AccounTiINnG Review—Teachers’ Clinic— 
July, 1952). 


The Committee also inspired the writing 
of an article by Max W. Bay on The Use of 
Visual Aids in Teaching Report Writing 
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published in THE AccouUNTING REVIEW 
(Teachers’ Clinic), January, 1953, and as- 
sumed responsibility for writing and edit- 
ing the section on Teaching Aids to be in- 
cluded in the proposed Teacher's Manual. 
The Committee also proposed an exten- 
sive visual aids project to be used in re- 
cruiting accounting students. 

One meeting was held by the Commit- 
tee during the year. Robert Dinman was 
the Committee’s chairman. 


COMMITTEE ON INTERNSHIP PROGRAMS 


The Committee’s efforts during the 
year were directed: 

1. To expanding and improving the oppor- 
tunities for internship training in industry. 

2. To an endeavor to acquaint and interest 
schools in the benefits of internship training. 

3. To improving the quality of internship 
training. 


Reasonable success was reported to 
have been achieved in each of these en- 
deavors. 

David W. Thompson served as the 
Committee’s chairman. 


COMMITTEE ON CPA EXAMINATIONS 


This Committee was organized at the 
specific suggestion of the American Insti- 
tute of Accountants. It was invited to criti- 
cize constructively the CPA examinations 
—their content, methods of conducting 
them, their grading, and the like. Ba- 
sically, the Committee is a stand-by com- 
mittee to serve as needed. During the 
year the Committee’s chairman, Ray- 
mond L. Mannix, met with the Institute’s 
Educational Director and discussed pos- 
sible opportunities for service. The Com- 
mittee, however, did not engage in any 
active program. 

The existence of this Committee pro- 
vides the professorial section of the ac- 
counting profession with an opportunity 
to influence constructively the CPA ex- 
amination, and affords additional evidence 
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of the Institute’s sincere desire to make 
the CPA examination all that it is possible 
to make it. 


COMMITTEE ON COOPERATION WITH THE 
INSTITUTE OF INTERNAL AUDITORS 


The Committee, Bern C. Lemke, Chair. 
man, held one meeting at Minneapolis 
which was attended by Mr. E. F. Ratliff, 
Chairman of the Institute of Internal 
Auditors’ Committee on Education. Two 
members of the Committee also met with 
the Institute’s Committee on Education, 
Other activities of the Committee were 
conducted by correspondence. The Com. 
mittee has contributed in most effective 
manner to the continuance of cordial r- 
lationships between the Institute and the 
Association. 

Specifically, the Committee has en- 
deavored to interest the Institute in pro- 
viding for: 

1. Increased and improved instructional ma- 
terial in the form of problems, cases, and 
the like, for courses in internal auditing, 

2. Material describing employment oppor- 
tunities in internal auditing. 

3. Direct employment of college graduates in 
internal auditing. 

4, Temporary employment in internal audit- 
ing of college instructors. 

5. Internship opportunities for selected stu- 
dents. 

6. Greater use of college instructors in proj- 
ects, surveys and programs of the Institute, 
especially those having an educational 
aspect. 


Substantial progress is reported to have 
been made in these endeavors. The Internal 
Auditor has been made available to in- 
structors and students at reduced price. 


COMMITTEE ON COOPERATION WITH THE 
CONTROLLERS INSTITUTE 


The Committee, Frederick E. Horn, 
Chairman, was on a stand-by basis 
throughout the year. While attempts were 
made to develop a program of activity 
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these did not materialize into an operating 
program. 


COMMITTEE ON GOVERNMENTAL 
ACCOUNTING 


The Committee exists to serve in 
an advisory capacity to the National 
Committee on Governmental Accounting. 
There were no matters which required this 
service during the year; the Committee 
therefore remained on a stand-by basis. 
Fayette H. Elwell was the Committee’s 
chairman. 


COMMITTEE ON AUDITING EDUCATION 


The Committee endeavored to sample 
the opinions held by representative pub- 
lic accountants respecting the possibility 
of improving the training presently given 
prospective auditors. No conclusions, how- 
ever, have as yet been reached. The Com- 
mittee held two meetings during the year. 
Other work was conducted by correspond- 
ence and on an informal basis. Herbert 
E. Miller was the Committee’s chairman. 


COMMITTEE ON STANDARDS RATING 
No activity was engaged in during the 
year. Hermann C. Miller was the Com- 
mittee’s chairman. 


COMMITTEE ON NOMINATIONS 


The Committee’s nominees were pre- 
sented and elected at the Association’s 
annual meeting held at Minneapolis. Perry 
Mason served as the Committee’s chair- 
man. 


COMMITTEES ON CONVENTION 
ARRANGEMENTS 


Those who attended the annual meet- 
ing held at Minneapolis will require no re- 
port on the efficiency with which the Com- 
mittee on Convention Arrangements, Er- 
nest A. Heilman, Chairman and _ the 
Women’s Program Committee, Mrs. Carl 
L. Nelson, Chairman, met their responsi- 
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bilities. For the sake of the record, how- 
ever, and of those who were unable to at- 
tend the following statements are made a 
part of this report. 

The School of Business Administration 
of the University of Minnesota was a most 
gracious host; program and other require- 
ments were most efficiently met; every- 
thing possible was done to assure the suc- 
cess of the convention. Both the Commit- 
tee on Convention Arrangements and the 
Women’s Program Committee acquitted 
themselves of their responsibilities in ex- 
cellent manner. 


COMMITTEE ON REGIONAL MEETINGS— 
SOUTHERN GROUP 

The Southern Regional Group, Robert 
H. Van Voorhis, Chairman, held its fourth 
annual meeting at the University of Ala- 
bama. The respective meetings were out- 
standingly successful: fine attendance, en- 
thusiastic spirit, a genuinely helpful pro- 
gram, further cementing of friendships. 


COMMITTEE ON MEMBERSHIP 


The Committee, composed of represen- 
tatives of the various states, the territories, 
and certain foreign countries, enjoyed a 
very active and successful year. The total 
active membership is now 4,388. R. Carson 
Cox served for the second year as the Com- 
mittee’s chairman. 

The work of the Committee on Mem- 
bership is of fundamental importance to 
the Association. It contributes materially 
to the enlargement of the Association’s 
sphere of influence. It is therefore gratify- 
ing that the Committee continues to be 
successful. 


PUBLICATIONS 


1. An additional reprint of the monograph: 
An Introduction to Corporate Accounting 
Standards by W. A. Paton and A. C. 
Littleton. 

2. As stated earlier, publication of the mono- 
graph The Structure of Accounting Theory 
by A. C. Littleton has been authorized. 
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3. Continued work on the Accounting Teacher's 
Manual and on the pilot research study 
designed to measure the influence of chang- 
ing price level effects upon accounting data 
should shortly lead to publications. 

4. An interim roster of members to bring the 
basie roster up to date. 


Your retiring president expresses his 
deep appreciation for the fine cooperation 
that he has received during the year. The 
other officers of the Association and mem- 
bers of the Executive Committee, the com- 
mittee chairmen and members of the re- 
spective committees, those who partici- 
pated in the annual and regional meetings 
and who have represented the Association 
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in various capacities, Alpha Kappa Psi 
and its Grand President, and many, many 
others, have cooperated with fine spirit in 
helping to carry the work of the Associa. 
tion forward. It is this splendid coopera- 
tion which makes the work of the Associa- 
tion successful and which gives it influence, 
To all of these cooperating individuals 
your retiring president. expresses his sin- 
cere thanks. 

While election to the office of president 
constitutes a distinct honor and _ has 
brought with it many privileges, your re- 
tiring president has valued most highly 
the privilege of representing you and of 
serving you. No finer group exists any- 
where. 
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REPORT ON EXAMINATION 


OF RECORDS 


For the year ended December 31, 1952 


Executive Committee 
American Accounting Association 
Urbana, Illinois 


Gentlemen: 


We have examined the balance sheet of 
the American Accounting Association as 
of December 31, 1952 and the related 
statements of income and expense and of 
changes in net worth for the General Fund 
and the Life Membership Fund for the 
year then ended. Our examination was 
made in accordance with generally ac- 
cepted auditing standards and accordingly 
included such tests of the accounting 
records and such other auditing procedures 
as we considered necessary in the circum- 
stances. 


Following past practice, inventories of 
Association publications are not included 
in the balance sheet. The costs of publica- 
tions have been charged to operations in 
the year of printing. 

In our opinion, the accompanying bal- 
ance sheet and statements of income and 
expense and of changes in net worth pre- 
sent fairly the financial position of the 
American Accounting Association at De- 
cember 31, 1952 and the results of its 
operations for the year then ended, in con- 
formity with generally accepted account- 
ing principles applied on a basis consistent 
with that of the preceding year. 


Respectfully submitted, 
FILBEY & FILBEY 
Certified Public Accountants 
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AMERICAN ACCOUNTING ASSOCIATION 


Exhibit A.—Consolidated Balance Sheet 
December 31, 1952 


Life 
Assets General Member- Combined 
Fund ship Funds 
Fund 
U.S. Savings Bonds, Series F 
Less Discount.......... 3,566.00 691.00 4,257.00 
Receivables 
Members’ Dues......... $ 47.68 $ — $ 47 .63 
Less Estimated Uncollectible Accounts...................2-00000- 59.00 46.93 105 .93 
Prepaid Expenses 
Stationery, Postage, Office Supplies and Forms.................... $ 587.644 $ — $ 587.64 


Liabilities and Net Worth 
Accounts and Accrued Expenses Payable 


Membership Roster, 1952 800.00 800. 
Miscellaneous... .. . 356.31 356.31 
Collections Received in Advance 
Associate Members’ : 1,602.19 1,602.19 
Total... . . $6,052.69 $ — $ 6,052.69 
Total Liabilities and Net Worth. $26,681.40 $ 6,817.76 $33,499.16 


This exhibit does not include $225.00 of cash remaining from the Stans Foundation Grant. The original grant 
was $500.00 to be used to further the work of the Committee on Accounting Concepts and Standards. 


* See note on Exhibit C. 
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AMERICAN ACCOUNTING ASSOCIATION 

GENERAL FUND 

Exhibit B.—Statement of Income and Expense 
For the Year Ended December 31, 1952 


Income Income 

Expense* 
Expense intin 
Printing and Mailing Expense: Storing 
$16,043.66 Clerica 
Membership Roster (estimate)........ 800.00 $17,292.38 Miscel 
Travel and Meeting Expense: Net Inco 
Executive Committee Meetings................... $ 1,850.73 ’ 
President’s Travel and Other Expense............. 526.84 
Other Officers’ 84.84 
Committees: Balance. 
Accounting Concepts and Standards......................... 1,692.24 Net Inc. 
Cooperation with Internal Auditors.......................... 87.20 ’ 
Cost Accounting Concepts and Standards.................... 418.65 Deduct: 
Teachers’ Manual............. 5.70 Balance 
Changes in Net Worth 

Adjustment for Net Income Now Credited to 1951 Operations. ................. $ 61.91 
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AMERICAN ACCOUNTING ASSOCIATION 
Lore Mempgrsuip Fonp 
Exhibit C.—Statement of Income and Expense 


For the Year Ended December 31, 1952 
Income 


Sale of Paton and Littleton Monograph... $1,467.69 

Expense* 

322.74 

Clerical Salaries, Office Supplies, Stationery and Other Expenses.................. 452.71 

Changes in Net Worth 

Deduct: 

Adjustment for Expense Now Debited to 1951 Operations................ccesseeeeeecnenee 4.40 


* Clerical salaries, office supplies, stationery and other expenses applicable to the office of the Association, to- 
gether with the audit fee, were apportioned between the General Fund and the Membership Fund on the basis of 


the approximate ratio of the income of each fund to the total income of both funds. 
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THE TEACHERS’ CLINIC 


FRANK S. KAULBACK, JR. 


Eprtor’s Note: Many of the experienced teachers, as well as some of the new ones have developed devices 
and techniques for the presentation of certain of the knotty aspects of accounting, and it is felt that such sug. 
gestions might well be made available to the other members of the teaching profession through The Teachers’ Clinic, 
Accordingly, contributions are hereby invited. Please address all correspondence to Frank S. Kaulback, Jr, 


School of 


ommerce, University of Virginia, Charlottesville, Virginia. 


THE EXPOSITION OF FUNDAMENTAL ACCOUNTING PROCEDURE 


Louts GOLDBERG 
University of Melbourne 


Students with no previous knowledge of 
accounting (and even some who have been 
introduced to the subject) often have con- 
siderable difficulty in appreciating the 
rationale of the debit/credit technique and 
its implications in relation to basic double 
entry theory. The following introductory 
approach, which I cannot recollect having 
seen or heard expounded elsewhere, is sub- 
mitted as one which has been found help- 
ful to a number of students in their early 
period of accounting study. 

Although I personally adopt the entity 
approach, I don’t think it is significant 
for purposes of exposition of this theorem 
whether the entity or the proprietary 
postulate is propounded. 

The starting point in the theorem is the 
proposition that a central task of modern 
accounting—perhaps its. principal feature 
—is the requirement to account for assets. 
At this stage only a general notion of as- 
sets as things and rights owned is postu- 
lated; detailed discussion of their nature 
and of the difficulties attaching to a com- 
prehensive definition of the term are de- 
ferred to a later point in the course, as also 
is any indication of the change in mean- 
ing of the word “assets” over the last 
three centuries. It is important at this 
stage, I think, to give a positive connota- 
tion to the term—assets are things and 
rights that exist in the world. This, I find, 
is readily accepted as it fits in with stu- 


dents’ preconceived interpretation of the 
word. 

The next point is to emphasize that the 
concept of assets involves, at the same 
time and inescapably, the concept of 
ownership. An asset is something which 
is owned by some person, legal (or fic- 
tional) or real. Although there are cases 
in which there may be different levels, so to 
speak, of ownership in relation to particu- 
lar assets, there is no escaping the fact that 
unless something can be regarded as be- 
longing to somebody, it cannot be consid- 
ered as an asset. 

In performing the task of accounting for 
assets, we account for just these two con- 
cepts, namely, (i) assets themselves, and 
(ii) the rights to ownership of the assets. 
The term “equities” has been used up to 
the present as the one most appropriate 
to convey the notion of this ownership 
of or rights to assets. 

Thus we get as the interpretation of this 
twofold aspect of this positive notion of 
assets a first expression of the basic ac- 
counting equation: 

Assets = Equities 
(Things or rights owned) (Ownership of assets) 

We can then go on to recognize that the 
right of ownership of assets constitutes a 
source of claim upon them, and these 
claims can be distinguished as resting in 
two main categories, designated “iabili- 
ties” and “proprietorship.” That is, 
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Equities = Liabilities + Proprietorship 
(External (Internal 
equities) equities) 

and hence, 

Assets = Liabilities + Proprietorship. 


The word “proprietorship” is preferred to 
“capital” in this exposition because it is 
less familiar and therefore of greater 
semantic neutrality and because it avoids 
the use of a word which will be used later 
in a more technical sense and the precise 
meaning of which depends upon the con- 
text in which it is found. This classifica- 
tion of equities can also be incidentally re- 
lated at this time to the two broad sources 
of funds or resources, namely, creditors 
and owners. This is developed a little 
later in the course when the balance sheet 
is introduced and discussed at the elemen- 
tary level. 

Next, proprietorship is subdivided to 
distinguish between “contributed pro- 
prietorship”’ and “accumulated proprie- 
torship.” Contributed proprietorship is 
derived from initial investments of capi- 
tal, supplemented by subsequent specific 
injections of proprietary investment or 
reduced by subsequent specific with- 
drawals of proprietary investment. Ac- 
cumulated proprietorship is derived from 
the everyday activities by which the pro- 
prietary interest is increased (or de- 
creased). (It is recognized that with a sole 
trader, for instance, the accumulated pro- 
prietorship may be merged with the con- 
tributed proprietorship from time to time, 
but this is a matter of convenience and the 
two could be maintained distinct from 
each other indefinitely.) Thus, 


Proprietorship = Contributed Proprietorship 
+ Accumulated Proprietorship 


and 
Assets= Liabilities+-Contributed Proprietorship 
+Accumulated Proprietorship. 


Next, accumulated proprietorship is 
represented as the net result of the match- 


ing procedure, which emphasises the com- 
putation of revenue on the one hand, and 
charges against revenue on the other. That 
is, 
Accumulated Proprietorship = Revenue— Charges 
agaimst Revenue 
and we then get: 


Assets = Liabilities+Contributed Proprietorship 
-+-Revenue—Charges against Revenue. 


The term “revenue” is preferred to “in- 
come” because the latter is often used in 
the sense of net income or net profit; while 
the expression “charges against revenue” 
is preferred to “expenses” or “outlays” 
because it is wider in signification and 
because it may be more easily expounded 
(either here or later) as including losses, 
non-cash items such as depreciation, and 
accruals. 

If now we bring the negative item in 
this equation on to the opposite side, we 
get: 

Assets-+-Charges against Revenue= Liabilities 
-+-Contributed Proprietorship+ Revenue. 


It is just these left hand items which we 
call debit, and the right hand items which 
we call credit in accounting. And it is sug- 
gested that, for technical purposes, the 
words “debit” and “credit” mean no 
more (and no less) than entries made on 
the left side and the right side respectively 
of a technical device—the T-form ac- 
count—to interpret the necessarily two- 
fold aspects of every accountable event. 
To summarize: 


A=E 
E=L+P 
A=L+P 
P=C.P.+A.P. 
A.P.=R—C 
A=L+C.P.+R-C 
or A+C=L+C.P.+R 
Left hand = Right hand 
Debits = Credits 


f 


ices 
sug: 
mi, 
jr, 
he 
he 
e 
of 
ch 
eS 
to 
u- 
at 
e- 
d- 
or 
n- 
id 
to | 
te 
ip 
is 
f 
e 
in 


282 


The technical requirements of debit and 
credit are thus integrated in a simple logi- 
cal sequence with both the basic account- 
ing equation and the matching procedure. 
This approach also gives an opportunity 
for emphasizing the ethically neutral char- 
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acter of “debit” and “credit” in account. 
ing—debits are not ipso facto “‘bad things” 
and credits “good things,’”’ despite their 
often inept use as metaphors by people 
who are ignorant alike of their technical 
and historical meanings. 


THE PRESENTATION OF INSTALLMENT TRANSACTIONS 


Ma L. PvE 
University of Richmond 


The presentation of the subject of in- 
stallment accounting, if guided by the 
material of many texts, is a difficult task 
which too often leaves the student, at 
least the average student, confused. This 
confusion arises from the obscure rela- 
tionship between the procedures and the 
objectives. This relationship is obscure 
because the usual procedures approach 
the objectives in a round-about fashion, 
and have no apparent similarity to ma- 
terial already mastered by the student. 

When the students have reached the 
level where installment accounting is 
studied, they are sensitive to procedures, 
for so many tests have stressed journal en- 
tries, adjusting entries, and computations. 
Since the procedures of accounting for in- 
stallment transactions appear to differ so 
radically from those of ordinary transac- 
tions, the student feels that the subject 
matter is foreign to other accounting 
topics. Ordinary cost and revenue transac- 
tions are closed to the profit and loss sum- 
mary, but installment transactions are 
first closed through an “unrealized gross 
profit” account. 

Gross profit to the ordinary student is 
calculated in the profit and loss statement 
and does not exist as an account in the 
ledger. Simplify the procedures, stress the 
objectives, and accounting for installment 
transactions is easily grasped. 

Since ordinary revenue and expense 
transactions are closed to the profit and 


loss summary, installment transactions of 
sales and costs should be closed accord- 
ingly. If this procedure is followed, the 
student easily understands and remembers 
because of the similarity to ordinary 
transactions. 

In accounting fundamentals, the stu- 
dents are taught to make adjusting en- 
tries for deferred income items. Such ad- 
justments either set up deferred income 
accounts, or write off a portion of deferred 
income set up at a prior time. Since the 
“unrealized gross profit’ account is similar 
to deferred income, the adjusting entry 
for such should follow the familiar pattern. 
Adjusting entries related to installment 
transactions should set up that income 
which is unrealized from current transac- 
tions, and write off the realized amounts 
of the prior year’s transactions. 

Instruction in installment accounting 
should emphasize income determination, 
but because of procedural difficulties, 
stress has too often been placed on the 
journal entries. By following familiar pat- 
terns, procedures will be clarified and 
stress can be placed on the recognition of 
income and the circumstances existing in 
various businesses which serve as clues for 
the recognition of income, i.e., whether at 
the time of the sale, after all costs have 
been recovered, or proportional to cash 
collected. 

To illustrate the relationship between 
ordinary transactions, and _ installment 
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transactions, the following entries are pre- 


sented. 
|, Merchandise of $5,000 is sold on an installment plan, 


and under a perpetual system. 
Receivable— 


$5 ,000 
Sales—1950.......... $5,000 
Cost of Installment Sales— 
1950 


a. Merchandise of $5,000 is sold, under a perpetual 
inventory system. 
Accounts Receivable....... $5 ,000 


$4,000 
2, Collections of $2,500 are received. 


Installments Receivable— 
a. Ordinary collections on account. 


Accounts Receivable............. 
3. Adjusting entries are made we the end of the period 
to defer and recognize incom 
Deferred Gross Profit—1949 $ 300 
Profit and Loss Summary......... 
Profitand LossSummary... $ 
Deferred Gross Profit—1950...... $ 500 


The amount deferred from the current year’s trans- 
actions is calculated in the usual way—the gross profit 
rate of the year times the uncollected balance. The 
amount of prior year’s deferred income recognized is 
calculated as gross profit rate times cash collections. 


a. Ordinary adjustments for deferred income, such 
as rental income, would be: 
Profitand LossSummary... $ 500 
Deferred Rental Income.......... $ 


4. To close the books. 


Installment Sales—1950. . $5,000 
Cost of Installment Sales.......... $4,000 
Profit and Loss Summary........ ,000 
os ,000 
Profit and Loss Summary........ 1,000 


Accounting for repossessions is not con- 
sidered in the above illustration, for the 
procedure of the above transactions and of 
repossessions are different. Accounting for 
repossessions is typically seen as one in 
which an asset, the receivable, is given for 
another asset, the repossessed merchan- 
dise. Since it is not a typical trade ac- 
count, an appropriate amount of unreal- 
ized or deferred income must also be writ- 
ten off. The two debits and the one credit 
are then compared to determine gains and 
losses from the repossession. 

The presentation of installment ac- 
counting can be clarified by modifying the 
usual closing and adjusting entries and by 
recognition of repossessions as a distinct 
phase of such transactions. By clarifying 
the procedures, greater stress can be placed 
on the objectives and circumstances of 
these important transactions with result- 
ing benefits to both student and instructor. 


IMPROVING DEPRECIABLE FIXED ASSET ACCOUNTING 
ALFRED BORNEMANN 


In general, except in public utility and 
railroad accounting, the status of fixed 
asset accounting is not particularly satis- 
factory. It would seem that improvements 
will ultimately depend upon an increasing 
emphasis on this problem by accounting 
teachers. 

Fixed asset accounting is of fundamental 
importance in public utilities and railroads 
because of the relationship between the 
valuation of property and the rates in 
those industries. While there is no precise 
uniformity in the regulations of the vari- 
ous jurisdictions, the general rule is to 


provide definitions of property units suit- 
able for the particular industry. These 
units are fairly carefully defined in the 
uniform systems of accounts and account- 
ants can refer to the manuals at any time 
that a fixed asset work order requires a 
distribution. Inasinuch as differences of 
opinion regarding the interpretation of 
some transactions are sometimes possible, 
it would be an exaggeration to claim that 
the procedures result in complete accuracy 
in an abstract sense. However, there is no 
doubt that written definitions of fixed 
asset units help to promote uniformity. 
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Far less dependence on memory and imagi- 
nation tends to prevent the making of a 
current distribution different from a simi- 
lar one made some time ago. 

It is, of course, not too difficult to charge 
new property to the proper fixed asset ac- 
count. The importance of definitions of 
units of property arises particularly when 
units or parts of units are replaced, at 
which time the question often arises 
whether the distribution properly involves 
a charge to maintenance, depreciation re- 
serve, or some other account. 

As a general rule, definitions of public 
utility and railroad units of property were 
originally determined by engineers. Once 
they had been satisfactorily defined, how- 
ever, accountants experienced no particu- 
lar difficulty in using them for accounting 
purposes. 

That there is room for improvements in 
fixed asset accounting in other industries, 
where incentives similar to those in public 
utilities and railroads do not exist, is in- 
dicated by references to accounting litera- 
ture. Thus, E. L. Kohler suggests that 
“internal controls over fixed assets are 
poor in the great majority of business en- 
terprises. One reason is that the accounting 
profession has not interested itself suffi- 
ciently in the subject—accounting litera- 
ture dealing with fixed-asset controls is 
meager and incomplete. Another reason is 
that business management has likewise 
taken little interest. . . .”" In the Account- 
ant’s Handbook reference is made to the 
fact that “the accounting for retirements 
is a weak spot in many systems.’” 

The Handbook quotes from a United 
States Chamber of Commerce pamphlet 


en Prentice-Hall, Inc., New York, 1947, 
p. 131. 

2 1943 ed., p. 700. It may be worth noting that to 
the extent that these comments describe the prevailing 
situation they raise some question as to the usefulness 
of a good deal of the discussion on valuation and de- 
preciation, for if the underlying records are faulty it is 
likely that at least some valuation and depreciation 
estimates will be also. 
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to the effect that “. . . it is essential that 
the plant property be enumerated and 
classified by specific items or units in terms 
of kind, group, or department.’* But jt 
also says that “improvements and bet- 
terments are difficult to define and there 
is no unanimity among accountants as to 
definition and as to details of treatment. 
Similarly rebuilding, rearrangement, and 
the like raise debatable questions.’ More. 
over, with respect to maintenance outlays 
necessary to keep the unit in an operating 
condition during its life, “the difficulty 
persists, as there is obviously considerable 
room for difference of opinion on the ques- 
tion of the selection of the unit.’ The fol-: 
lowing tentative suggestion is, however, 
offered: “‘. . . careful attention should be 
given to the proper treatment of major 
items of repairs and renewals. To treat a 
large building or a ship, for example, as a 
single accounting unit, without reference 
to structural parts such as boilers which 
may be subject to replacement long before 
the building or ship as such is eliminated, 
is decidedly questionable.’”® 

Accounting manuals and procedures in 
industries other than public utilities and 
railroads frequently mention and take into 
account property units, but since the ob- 
jective is primarily the accumulation of 
additions, the units listed are too broad.’ 
The same objective is implied in the fixed 
asset accounting procedure in a steel com- 
pany which is taken from Saliers and de- 
scribed in the Accountants’ Handbook. Ac- 
cording to Saliers, the engineering depart- 
ment issues the work order and a “sepa- 
rate order is issued for each unit on which 
it is desired to secure a cost.’’® 

Saliers’ reference to the procedure in the 
steel company provides some evidence of 

3 Ibid., p. 692. 

‘ Ibid., pp. 657 f. 

5 Tbid., pp. 659 f. 

Tbid., p. 660, 

7 Cf., e.g., Mapi Accounting Manual, Machinery and 


Allied Products Institute, 1944, pp. 8 ff. 
P. 696. 
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the responsibility of engineers for defining 
ynits of property. As a matter of fact, the 
Handbook also reflects the engineering na- 
ture of the problem when it says that “the 
ysual definition of improvements has an 
engineering basis.”® 

On the basis of the experience in public 
utilities and railroads as well as in other 
industries, it would appear that there is 
room for a cooperative effort between ac- 
countants and engineers in this field. Such 
a cooperative procedure could probably 
best be worked out under the auspices of 
trade associations in different industries. 
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If the units of property were worked out 
and made available in a suitable account- 
ing manual, there would be no reason why 
accountants in a particular industry could 
not keep proper fixed asset records. More- 
over, the auditor would be in a position to 
make the careful investigation of the 
propriety of fixed asset accounting which 
he is under an obligation to do. But all of 
these possibilities must depend on an in- 
creased interest in the subject which will 
have to be stimulated in the first instance 
by the influence of accounting professors 
on future accountants. 


THE USE OF “PROPS” IN TEACHING ACCOUNTING 


ROBERT H. VAN VOORHIS 
University of Alabama 


The effective presentation of a movie or 
play demands the use of appropriate stage 
properties, which help the audience to 
visualize the situation being portrayed 
by the actors. In the same way, our ac- 
counting lectures can be made more under- 
standable and more interesting to our stu- 
dents by the use of suitable “‘props” illus- 
strating practical accounting situations. 

Students often have difficulty under- 
tanding the operation of a petty cash 
fund and visualizing the petty cash count. 
After the subject has been studied in the 
text and discussed in class, it creates im- 
mediate interest among the students for 
the instructor to produce a petty cash 
box and ask one of them to audit the fund 
in the presence of its custodian. The stu- 
dent should be instructed to behave 
exactly as if he were in a client’s office. 
The audience should be cautioned not to 
offer suggestions during the course of the 
count. All should be given a chance to 
view and examine the contents of the box 
so that they may comment on the auditor’s 


*P. 668. 


findings after he has finished. This ex- 
perience will impress the petty cash count 
on the minds of the students as no amount 
of talking about it can do. 

The preparation of the petty cash box 
for this demonstration is not difficult. 
One can obtain stage money, both paper 
and coins, at nominal cost in most variety 
stores, as well as blank petty cash vouchers 
or simple receipt forms which will serve 
the same purpose. Checks can be intro- 
duced into the box to represent items 
cashed for employees (including the cus- 
todian) or for customers. These checks 
may be current, or they may be very old 
or post-dated in order to introduce ele- 
ments of impropriety which should be 
noted by the auditor. The fund can be 
made to check out exactly, or it may be 
purposely over or short. 

After the auditor has completed his 
count and returned the fund properly 
to its custodian, he should discuss his 
findings as though making a report to his 
senior auditor or the client. After this 
report has been completed, the rest of 
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the class should be invited to comment 
upon the findings and to criticize the con- 
duct of the count. 

In connection with his examination of 
petty cash, the auditor should inquire 
about the existence of cash on hand or of 
other funds under the control of the 
custodian of the petty cash fund. The 
instructor can prepare a daily bank de- 
posit such as might be on hand when the 
auditor appeared for the petty cash count. 
If the student auditor fails to raise the 
question, another member of the class 
may think of it, or the instructor can 
produce it after the petty cash count is 
completed and have another student audit 
it. Actual duplicate deposit slips, play 
money, and checks prepared by the in- 
structor will serve to give life to the situa- 
tion. 

Various possible discrepancies can be 
introduced. For example, the original of 
the deposit slip may be prepared to agree 
with the cash and checks being deposited, 
while the duplicate can have different 
items adding up to the same total. Some 
one in the group is almost sure to notice 
the discrepancy, which can be used by the 
instructor as a cue to suggest some of the 
possibilities for manipulating cash re- 
ceipts. 

Other “props” can frequently be ob- 
tained to enliven the presentation of ac- 
counting procedures. Worthless securities 
may be used by students in making a 
securities count. The handling of actual 
stocks and bonds gives the student a 
sense of seriousness and will command his 
attention much more fully than a text- 
book problem can do. 

Old insurance policies may be secured 
from some local business firm and worked 
up into a problem in calculating the 
amount of unexpired insurance at a given 
date, or in preparing an insurance policy 
schedule. 

It may be possible to obtain complete 
sets of accounting books, perhaps from 
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companies which have gone out of exist- 
ence. Under ideal circumstances, these 
records might be used in place of audit 
practice sets. If related bank statements 
and cancelled checks are available, these 
can be used for practice in reconciling the 
bank balance with the books. There js 
often considerable difficulty in getting 
such records, however, and especially in 
obtaining all of the related business papers 
which would normally be present during 
an actual audit. 

To bring the teaching even closer to 
reality, auditing students may be assigned 
in pairs to make an annual audit of some 
student organization, such as the campus 
Y.M.C.A., student government, dramatic 
or musical club. This involves more work 
for the instructor, since he should super- 
vise each audit rather carefully. In at least 
one university an audit of this type is 
accepted by the instructor in place of a 
final examination in the auditing course. 
The students consider it quite an honor 
to be selected to make these audits. 

The use of such “props” is not limited 
to courses in auditing or internal auditing. 
Tax courses frequently provide the student 
with official tax return blanks to be filled 
out from given data. Some practice set kits 
utilize actual business papers. Perhaps the 
more ambitious projects may not be feasi- 
ble in your own classes. But so often we 
fail to realize how imperfectly our students 
visualize the situations we describe in our 
lectures or even take for granted in out- 
lining accounting procedures. Anything 
we can do to set the stage more effectively 
will contribute to greater student interest 
and comprehension, and thus to better 
teaching. 

An experiment with the petty cash box 
and the bank deposit, which are simple 
to construct and to use, may convince 
you of the utility and feasibility of such 
teaching tools, and may encourage the 
development of more elaborate “props” 
to help put our subjects across. 
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PROFESSIONAL EXAMINATIONS 
A Department for Students of Accounting 


Henry T. CHAMBERLAIN 


can Institute of Accountants and were presented as the second half of the No- 
vember, 1952 C.P.A. examination in accounting practice. The candidates were 
required to solve all problems in four and a half hours. The weights assigned were: 
problem 1, 12 points; problem 2, 18 points; problem 3, 20 points. 
A suggested time schedule is given below: 


T= FOLLOWING problems were prepared by the Board of Examiners of the Ameri- 


Problem 1 45 minutes 
Problem 2 90 minutes 
Problem 3 60 minutes 


No. 1 


F and T are partners in the operation of a retail store. They are concerned about the 
apparent discrepancy between their income and their volume of sales. Although they 
maintain incomplete accounting records, their experience in the business suggests to 
them that there is possible theft or larceny on the part of their staff. 

The partners have asked you, in connection with your initial audit (covering the 
calendar year 1951), to apply such tests as you can to determine whether there is any 
indication of shortage. 

In the course of your investigation you obtain the following facts having a bearing 
on the problem: 


The physical inventory taken December 31, 1951, under your observation, amounted to $4,442 cost, $4,171 
market. The inventory of December 31, 1950 was $6,256 cost, $6,013 market. It has been the firm’s practice to 
value inventory at “lower of cost or market,” treating any loss or decline in market value as “other , 
. Using the treatment of “loss or decline in market value” of inventory as mentioned in (a) above the average 
gross profit in recent periods has been 35% of net sales. The partners inform you that this per cent seems reason- 
able and that they expected the same result for 1951, since their mark-up per cent was approximately the same 
asin the past. 

The December 31, 1950 balance-sheet shows accounts receivable of $2,057. Notes payable to banks and trade 
accounts payable were combined on the December 31, 1950 balance-sheet. They totaled $9,622. The firm 
records accounts payable at the net figure, as cash discounts are seldom missed. Purchases have been shown 
net in past income statements. Sales discounts have been treated as deductions from sales in the past. 

During 1951 accounts were written off in the amount of $216, and an account for $148 written off in 1950 was 
collected and recorded as a regular collection on account. 

Unpaid sales slips show that customers owed $3,246 on December 31, 1951. 

f, Unpaid invoices indicate that the firm owed trade creditors $5,027 at the end of 1951. Record of notes out- 
standing indicates that $3,000 was owed to banks on December 31, 1951. 

Sales returns amounted to $95 and purchase returns amounted to $272. 

. Of the items in the cash records, the following are pertinent: 


> 


a 


pros 


Receipts: 
Disbursements: 
38,970 
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Required: 


Compute the amount by which the physical inventory is short, assuming the gross 
profit rate of 35% is reasonable. 


No. 2 


The Mancett Corporation had $105,000 of dividends in arrears on its preferred stock 
as of March 31, 1952. While retained earnings were adequate to meet the accumulated 
dividends, the company’s management did not wish to weaken its working capital 
position. They also realized that a portion of the fixed assets were no longer used or 
useful in their operation. Therefore, they proposed the following reorganization which 
was approved by stockholders to be effective as of April 1, 1952: 


1. The preferred stock was to be exchanged for $300,000 of 5% debenture bonds. Dividends in arrears were to be 

settled by the issuance of $120,000 of $10 par value, 5% non-cumulative preferred stock. 

2. Common stock was to be assigned a value of $50 per share. 

3. Goodwill was to be written off. 

4. Property, plant and equipment were to be written down, based on appraisal and estimates of useful value, bya 
total of $103,200 consisting of $85,400 increase in Allowance for depreciation and $17,800 decrease in certain 
assets. 

. Current assets were to be written down by $10,460 to reduce certain items to expected realizable values. 

The condensed balance-sheet as of March 31, 1952 was as follows: 


Assets 
$1,458,731 
946 , 250 
$1,283 ,830 
Liabilities and Capita 
$1, 283,830 


* $105,000 dividends in arrears. 


Required: 


a. You are to prepare: : 

(1) The journal entries to give effect to the reorganization as of April 1, 1952. Give complete explanations with 
each entry and comment as to any possible options in recording the reorganization. 

(2) A balance-sheet as of April 30, 1952, assuming that net income for April was $10,320 after provision for 
taxes. The operations resulted in $5,290 increase in cash, $10,660 increase in other current assets, $2,010 
increase in current liabilities and $3,620 increase in allowance for depreciation. 

b. In making an audit of the Mancett Corporation as of December 31, 1952, you find the following items had been 

charged or credited directly to retained earnings during the nine months since April 1, 1952: 

(1) Debit of $14,496 arising from an income tax assessment applicable to prior years. ; 

(2) Credit of $20,387 resulting from gain on sale of equipment which was no longer used in the business. This 
equipment had been written down by $10,000 increase in allowance for depreciation at the time of the re 


(3) Debit of $7,492 resulting from the loss on fixed assets destroyed in a fire on November 2, 1952. 

(4) Debit of $13,500 representing dividends declared on common and preferred stock. 

For each of these items, state whether you believe it to be correctly charged ot 
credited to Retained earnings. Give the reasons for your conclusion. If the item is not 
handled properly, prepare the necessary correcting entry. 
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Professional Examinations 


No. 3 (20 points) 


The Superior Hammer Company produces an expensive line of hammers. It operates 
its own handle department and a foundry department to produce the hammer heads. 
Assembly and finishing is a separate department. 

In the foundry department, equal parts, by weight, of pig iron and coke, together 
with special alloy materials, are introduced into a furnace where the materials are re- 
duced to molten metal which is poured into molds. The day’s work in the foundry is 
as follows: 


1. Remove and clean the heads cast on the previous day. 
2. Set the molds for the current day’s melt. 
3. Load and “burn” the melt for the day. 
4, Pour the metal into the molds. 
One-fourth of the labor cost is estimated to be applicable to step number 1. 


In the Assembly and finishing department, the hammer heads are finished and the 
handles inserted. Handles are frequently spoiled in the process. Finished hammers are 
transferred to the stock room immediately. 

On October 1, 1952 there was no inventory of any kind in the foundry department. 
During October, 20,000 heads were completed and transferred to the assembly and 
fnishing department. At the end of the month 1,500 good cleaned heads were on hand 
in the foundry and 1,000 heads had been poured on the last day. A total of 22 tons of 
pig iron, coke and alloy materials costing $1,248 were placed in production. Direct 
labor costs for the month amounted to $4,380. Indirect costs were applied at 30% of 
direct labor cost. A hammer head weighs one pound. An average of ten per cent of the 
heads poured are not perfect and are remelted. 

On October 1 there were 400 hammer heads in the assembly and finishing department 
on which no work had been done. Their cost was $128.24. There were no handles on 
hand. During October 20,000 handles costing $9,876 were received in this department. 
All of the handles were used in completing 19,800 finished hammers. Labor cost 
amounted to $1,834 and indirect costs to $1,252. 


Required 


Prepare departmental cost and production reports showing unit production costs and 
the assignment of these costs to interdepartmental transfers or inventories for the 
month of October 1952 for the foundry department and the assembly and finishing 
department. The company uses weighted average cost in its accounts. Unit cost com- 
putations should be carried to five decimal places. 


Solution to Problem No. 1 (By J. H. C.) 
Computation of 1951 Net Sales 


Add: Receipts from customers during $49,851.00 
Less: Accounts receivable, opening balance...................0-00cceceeeecueeees $ 2,057.00 
Collections on accounts written off in 148.00 
Cash remitted to customers for returned goods. ................-.00.eeeeeee 72.00 2,277.00 


Sales during 1951 (net)... 
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Computation of 1951 Net Purchases 


Less: Opening balance of accounts and notes payable......... $ 9,622.00 
Deduct: Amount of notes payable included in balance.................-0000: 4,000.00 5,622.0 

Computation of Cost of Goods Sold in 1951 
Computation of Ending Inventory 
Computation of Shortage in Inventory 


Solution to Problem 2 


(1) 
To record adjustment of assets as approved by stockholders on—1952 
(2) 
To reduce the common stock to an assigned value of $50.00 per share 
(3) 
To record retirement of 7% preferred stock and the issuance of debentures and 5% preferred. 
MANCETT CORPORATION 
Balance Sheet 
A pril 30, 1952 
Assets 
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Liabilities 

(b) 


The purpose of a quasi-reorganization is to permit a company to adjust its asset and 
capital accounts in order to make a fresh start. Obviously, the quasi-reorganization pro- 
cedure should not be carried out in such a way as to give rise to artificial earned surplus 
(retained earnings) subquent to the date of the reorganization. 

The possibility of an additional tax assessment should have been considered at the 
time of the reorganization and provision should have been made for this item. Likewise, 
it appears that the equipment sold at a book profit of $20,387.00 was substantially 
undervalued at March 31, 1952. Both of these items should have been carried to paid-in 
surplus as corrections of the quasi-reorganization adjustments. 

Items (3) and (4) are unrelated to the reorganization and are properly handled as 
charges to retained earnings. If Item 3 is not so large as to result in a distortion of net 
income, the charge should be made to retained earnings via net income. 

The adjustment required is as follows: 


To correct surplus accounts for items incorrectly classified as charges and 
credits to retained earnings: 


Solution to Problem 3 


Foundry Department 
Transferred to assembly (200/215 - 6,718.78 representing 20,000 units)............. 6,250.00 
Units 
Direct labor: 
In work in process (90% of 75% of 1,000 units)..................008 675 22,175 
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Work in process (75%) 


Finished goods (30% of labor) 
Work in process (30% of labor) 


Assembly and Finishing Departments 


Received from foundry in October—20,000 units. . 


Total cost of heads 
Handles—20,000 


Work in process—600 heads 


Transferred to finished stock 


Finished Work in 
Goods Process 


$.05546 $.05546 


. 14813 


-04443 


$.31222 $.24802 


6,250.00 


Units 
20, 400 
. 19,800 
19,800 

19,800 


Philip. 

Ro! 
examil 
Accoul 
busine 
V.L.E 
dent o 


Unive 

Th 
Sixth . 
the A 
featur 
accoul 
parts 


Los A 
Scienc 

M: 
Awarc 
sity 
year | 


Emor 

Rt 
ness 2 
quart 


Unive 

CE 
assist 
in Se 

Ne 
WIsE 
ant; | 
BROC! 

M 
partic 
Fiftie 
busin 
teach 
initia 
cours 
plaqu 
THEI 


202 
Unit Costs 
Material 
Direct labor 
Finished goods .19751 
Indirect costs 
Labor 1,834.00 
Indirect costs : : 1,252.00 
Total cost $19 340.24 
187.9 
. $19,152.65 
Unit Costs 
Cost 
Heads $.31265 
Handles 49878 
Labor. . 09262 
: Indirect costs .06323 
$.96728 
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ASSOCIATION NOTES 


E. Burt AUSTIN 


PHILIPPINE ISLANDS 
Philippine Union College: 

Romeo D. Brion recently passed the CPA 
examination given by the Philippine Board of 
Accountancy. Brion has recently been appointed 
business manager of the college, succeeding 
V.L. BARTLETT who has resigned to become presi- 
dent of Mountain View College. 


ALABAMA 


University of Alabama: 

The University was host in December to the 
Sixth Annual Federal Tax Clinic co-sponsored by 
the Alabama Society of CPA’s. The program 
featured outstanding lawyers and certified public 
accountants both from Alabama and from other 
parts of the U. S. 


CALIFORNIA 


Los Angeles State College of Applied Arts and 
Sciences: 

Mary E. Mourpuy received a Fulbright 
Award to lecture in accountancy at the Univer- 
sity of Queensland, Brisbane, Australia, for the 
year 1953-54. 

GEORGIA 
Emory University: 

RussELL Bowers served as lecturer in busi- 
ness administration during the winter and spring 
quarters. 

ILLINOIS 
University of Illinois: 

CHARLES LAWRENCE accepted a position as 
assistant professor at Michigan State College 
in September. 

New appointments to the staff include D. E. 
WIsEMAN as instructor; J. W. BACHMAN, assist- 
ant; J. H. Bonnar, assistant; and R. E. KARREN- 
BROCK, assistant. 

Members of the accountancy staff recently 
participated in exercises commemorating the 
Fiftieth Anniversary of the founding of courses in 
business at the University. Members of the 
teaching staff who had been responsible for the 
initiation, development, and growth of these 
courses were awarded appropriately engraved 
plaques; these included E. J. Firpey, E. L. 
Tuetss, A. C. Lirrteton, H. H. Batty, Lroyp 


Morey, C. F. Scuratrer, and H. T. Scovitt. 
The Hiram T. Scovill Scholarship Fund has been 
established for the benefit of future worthy stu- 
dents in the College of Commerce. 


KANSAS 


Kansas State College: 

T. O. DoncE is on sabbatical leave working 
with a public accounting firm to fulfill require- 
ments to sit for the CPA examination. 


LOUISIANA 


Tulane University: 

The University was host in November to the 
Second Annual Tulane Tax Institute. There 
were eighteen other organizations which cooper- 
ated in sponsorship. Outstanding speakers from 
over the entire country presented a program 
which featured sections on capital structures, 
special classes of taxpayers, the oil and gas in- 
dustry, Federal, state and gift taxes, estates and 
trusts, and special industry problems. 


MAINE 
Colby College: 
WaLtTeR H. Zuckowsk1, formerly at Clark 
University, is now instructor in the Department 
of Business Administration. 


MASSACHUSETTS 


Massachusetts Institute of Technology: 


RonaALD H. RosBneEtt is now Associate Dean 
of the School of Industrial Management. 

Joun A. BECKETT has resigned from the staff. 

Myron J. Gorpon, formerly at Carnegie 
Tech, has been added to the accounting staff. 

Tuomas V. ATWATER, JR., is a recently ap- 
pointed instructor in the department. 

Joun H. Kempster is an associate director of 
the Boston Chapter, NACA. 

RosBert G. JAMEs is serving as budget director 
of the Ruggles Nursery Training School of Boston. 


MICHIGAN 
University of Michigan: 

Frank P. Situ, formerly Dean of the Gradu- 
ate School of the University of Rochester, has 
come to the University of Michigan as Director 
of the Bureau of Business Research of the School 
of Business Administration. 
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NEW YORK 
Cornell University: 

Joun CourTNEY became Professor Emeritus 
in July, 1952. 

James H. BARRETT resigned to enter private 
business. 

Joun E. Scurerner has been appointed re- 
search associate. 


The City College of New York: 

E. I. Fyexp, Assistant Dean in charge of gradu- 
ate studies, has been serving as a member of the 
evaluation committee of the Middle States’ 
Association of Colleges and Secondary Schools in 


the evaluation of certain colleges in New York 
and Pennsylvanaia. He also serves on the general 
accounting committee of the New York City 
Control of the Controllers’ Institute of Amer. 
1ca. 


TENNESSEE 
University of Tennessee: 

The University and the Tennessee Society of 
CPA’s were co-sponsors of the Third Annuaj 
Institute on Taxation and Accounting held in 
November in Memphis. The program featured 
outstanding practitioners of the State of Tennes- 
see and nearby states. 
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BOOK REVIEWS 


M. Cannon Editor 
Accounting and Auditing 


Theory and Technique of Cost Accounting. Lawrence L. 
Vance. (Brooklyn: The Foundation Press, Inc., 
1952. Pp. xv, 612. $5.50.) 


The reviewer approached this text perhaps in the 
spirit in which a reader will turn to this review—another 
elementary cost book! However, reading and reviewing 
Theory and Technique of Cost Accounting has had its 
interesting and stimulating moments. 

In its major outlines, the text meets many require- 
ments for an acceptable elementary text on cost ac- 
counting. The content is well-organized. Illustrations 
are clear and to the point. Problems are diversified in 
both content and length. Further, in several places, 
the author attempts to carry the student somewhat 
beyond cost bookkeeping as it has been pictured con- 
ventionally since around 1910. With some guidance, 
this would be a suitable text for a survey or first semester 
course in cost accounting. 

jally since the text title contains the word 
“theory,” the theories presented and the approach of 
the author intrigued the reviewer. An example is the 
logic employed in differentiating between “cost” and 
“expense” and the subsequent rationalization of the 
distinction to selling and administrative charges. On 
page 15, the author states boldly: 


“... The term cost will refer to the amount in- 
vested in obtaining a product or a service that is 
expected to be useful later—in a business concern, 
useful in obtaining sales revenue... . Expense, on 
the other hand, will refer to expired costs, and par- 
ticularly those which are charged to profit and loss 
for a period. ... When the product is sold, its cost 
will be charged to profit and loss as cost of goods sold 
—an expense account.” 


A difficulty with Professor Vance’s reasoning appears 
in the paragraph following: 

“The distinction is more appropriately applied 
to product costs than to administrative or distribu- 
tion costs. The latter may be thought of as an invest- 
ment in a valuable service, but it is the nature of the 
service to be used as fast as it is created, or as fast 
as the cost is recognized. Hence, as is customary, it 
may as well be called expense as soon as the cost of 
obtaining it is recorded.” 


What does this mean? Is the second sentence really 
true? Is it not possible that administrative or distribu- 
tion charges may represent an investment in product 
cither at the time of investment or at the time of sale? 
Surely, it is not true that all administrative or selling 

are “in the nature of a service to be used as 
fast as they are created, or as fast as the cost is recog- 
nized.” Many a selling expense recognized through ac- 


crual accounting is not used as fast as it is recognized. 
Finally, what is the relationship between the last sen- 
tence of the quotation and the point of view suggested 
in aes quotations from pages 246-248? 


. Most industrialists feel that research must 
the industry, but that specific results are uncertain 
and unpredictable. The research costs are therefore 
often treated as an administrative expense. 

. It is pointed out that factory overhead was 
not applied to products a few decades ago, the belief 
being that only direct materials and direct labor 
could legitimately be shown as assets. Application 
of selling and general costs to product is therefore 
said to be the next step forward. Once again, # is 
partly a question of the evidence necessary to justify 
@ charge to an asset.” (My italics) 


I would differ from the italicized material by substi- 
tuting the word “wholly” for “partly.” If a differentia- 
tion between cost and expense is to be made in the 
income statement, the distinction might better be made 
on the basis of the relative accuracy of measurement of 
revenue debits. That investment which can be measured 
in relation to a product manufactured or a product sold 
might be termed a “cost.” Such investment could 
conceivably include some administrative and selling 
charges. When this is true, these charges might be 
termed more properly as “costs.” That investment 
incapable of measurement to product or service might 
be called “expense.” In theory, one might thus justify 
a distinction between “cost” and “expense” on the basis 
of the degree of accuracy of measurement. In practice, 
I would be content with the conventional presentation 
of those costs associated with product as “cost of goods 

sold” and those not traced to Product but recognized 
as period charges as “expenses.” 

On page 17, the author states, ““The cost elements are 
sometimes stated as: 1. Direct material. 2. Direct labor. 
3. Indirect costs.” Also, on page 215, Chapter 8, he 
writes: 

... Ordinarily only the costs of component ma- 
terials and of labor performed in direct contact with 
the product can with finality be identified with units 
produced. These costs are accordingly called direct 
costs. 


I question only what may be implied from the fore- 
going. The term “direct costs” has assumed a much 
broader connotation in the more highly developed sys- 
tems of cost accounting and may include costs other 
than direct materials and direct labor. Professor Vance, 
of course, recognizes this, but what puzzles the reviewer 
is, why stress prime costs in statements concerning 
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direct and indirect costs? Why not indicate other possi- 
ble direct costs? 

On pages 216-217, “ ... Some costs do not change 
at all as production fluctuates; these are the fixed costs.” 


However, no cost is fixed for all time. Why not make this 


clear in the beginning discussion of the topic? At another 
point, page 217, ‘‘ . . . Because the fixed costs cannot be 
readily changed the terms conérollable and non-control- 
lable are sometimes substituted for variable and fixed in 
these reports.” The sentence has a large grain of truth 
to it, but the wording implies at the outset that the 
term controllable is synonymous with variable and 
non-controllable with fixed. This is false. 

This text is one of the few recent cost books that have 
given some attention to the need for a distinction 
between fixed and variable costs in service costs centers 
as well as in producing cost centers. The procedure sug- 
gested on pages 243-244 is excellent and would provide 
more useful data for both cost control and product 
costing purposes. The chapters on standard costs would 
have been carried to a more fruitful conclusion if this 
idea had been interwoven into variance discussions. 
Furthermore, the variance discussion would have been 
improved if variances had been related specifically 
to areas of management supervision. 

After a good discussion of different concepts of 
standards: ideal, normal, and expected-actual, the au- 
thor states on page 437: 


“Tt is the conclusion of the writer that a factory 
overhead rate based on the budget of the year, 


restricted by excluding abnormally low levels of 


production, is most practical in the light of all the 
circumstances. This may be improved upon by the 
use of separate rates for the fixed and variable costs.” 


Why not exclude also abnormally high levels of 
production? The reviewer feels that there ought to be a 
definite reasoning process pertaining either to the prob- 
lem of cost control or product costing that should lead 
to the selection of an overhead standard for fixed costs. 

I sympathize with Professor Vance’s handling of 
joint costs relative to product costing problems. No 
method of joint cost allocation will ideally allocate 
costs to products at the split-off point. Nevertheless, 
there is a need for an allocation of joint costs, particu- 
larly for the purpose of preparing a comparable state- 
ment of profit and loss. This the author recognizes and 
consequently justifies the market value approach. I 
concur with his reasoning. I feel, however, that he car- 
ries this procedure to an extreme. On pages 375-376. 
in applying the market value method to the problem 
where differing costs to complete joint products are in- 
curred, he assumes the same rate of gross profit on cost 
necessary to complete individual products as would be 
arrived at by taking the rate of total gross profit on 
total cost of sales. This may or may not be true. With 
some industries, meat and petroleum, for example, the 
problem of whether to process beyond the split-off point 
or at various stages beyond the split-off point is a 
continual and a dynamic one. 

The chapter on joint costs would have been further 
improved if the author had given consideration to vari- 


ous managerial alternatives relative to joint and by- 
product situations. At the present time, costing joint 
products must remain a rather arbitrary process, Op 
the other hand, there is a fertile field of analysis in re. 
gard to problems involving sale of products at the sepa- 
ration point and at later processing stages. Further, 
techniques essential to the control of waste would repre- 
sent a valuable addition to any basic cost text. 

Despite earlier emphasis on non-controllable and 
controllable costs, the chapter on budgeting is confined 
to a discussion of static budgets. It is unfortunate that 
one of the most useful tools of cost control—flexible 
budgets—could not have been given more than a pass. 
ing word. 

The chapter on selling and administrative expenses 
is limited to a simple, functional analysis of expense. 
These expenses represent a fertile area for the exposition 
and development of analytical tools of cost measure- 
ment. 

Although the fly-leaf stresses “an emphasis on man- 
agement’s use of cost accounting records and data,” 
there are only 20 pages in the chapter entitled “Man. 
agerial Cost Analysis,” and half of them dwell on profit 
graphs. The remaining pages necessarily omit many 
techniques and analyses available in connection with 
special decisions of management. 

The several adverse criticisms in this review should 
not obscure some of the better features of this text. 
Some of the criticisms are equally applicable to almost 
any cost accounting book. A more adequate stress on 
the managerial implications of cost accounting definitely 
requires a two semester or longer course. Whereas, this 
text was designed primarily for the one-semester 
course, and naturally emphasizes more conventional 
aspects of cost accounting. In this latter respect, the 
book is most complete and, in several instances, carries 
the student to refinements not ordinarily considered. 
Where a short text of this nature is desired, the reviewer 
recommends Theory and Technique of Cost Accounting. 

L. J. BENNINGER 
Assoc. Professor of Accounting 
University of Missouri 


Cost Accounting. Fourth Edition. John J. W. Neuner. 
(Homewood, Illinois: Richard D. Irwin, Inc., 1952. 
Pp. xviii, 828. $6.00.) 


Neuner’s Cost Accounting has been well received by 
the accounting profession. Many teachers have adopted 
it and many students as well as industrial cost account- 
ants have studied its contents. The reviewer received 
his first instruction in cost accounting from the original 
(1938) edition and, quite naturally, turned to later 
editions when instructing. The majority of instructors 
being well acquainted with previous editions, this 
review will emphasize a comparison of the Fourth Edi- 
tion with the Third Edition. 

Though the basic presentation of subject matter is 
similar, a thorough revision has been made. The new 
edition has been divided into the following four parts: 
Part I. Basic Cost Accounting Principles, Prac- 

tices, and Procedures. 
Part II. Principles and Practices of Process Costs. 
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Part III. Managerial Control through the Use of 
Cost Accounting Data and Procedures. 

Part IV. Special Applications of Cost Accounting 
Procedures. 


The Third Edition was divided into two parts; 
the first part corresponded with part one of this editicn, 
while part two comprised the subject matter now in- 
cluded in parts two, three, and four. The Job Order, 
Process, and Standard cost sets, included as part of the 
text in the Third Edition, have been removed from the 
Fourth Edition to provide more flexibility in their use. 
A second major change has been the inclusion of Appen- 
dix B, Glossary of Industrial Accounting Terminology, 
which should prove to be a valuable aid to both teachers 
and students. For illustration, there are definitions of 
the various concepts of plant capacity, including Idle 
Plant Capacity, Maximum Plant Capacity, Normal 
Plant Capacity, and Practical Plant Capacity. Expense 
is another subject which is subdivided into its types and 
classifications with appropriate definitions for control- 
lable, direct, fixed, indirect, manufacturing, semi- 
variable, uncontrollable, variable, and other types of 
expense. 

The thirteen chapters in Part I of the Third Edition 
have been rearranged into ten chapters. Revisions have 
been made in the illustrations to bring them up to date, 
and a discussion of “Accounting Procedures When 
Statistical Costs Are Used” (Page 65) has been added. 

Many textbooks in cost accounting as well as in 
general accounting illustrate the various cost methods 
for material inventory pricing by the use of perpetual 
inventory cards. These illustrations usually present an 
inventory card for FIFO, LIFO and moving average, 
ail of which record material transactions for one month. 
A comparison of the resulting balances is often made 
showing the total cost values at the end of the period. 
Mr. Neuner has included examples of this type in his 
text. It is the reviewer’s fear that students fail to dis- 
tinguish these costing methods for materials for cost 
accounting purposes from methods of inventory valua- 
tion for financial statement presentation. However, 
Mr. Neuner has set forth the distinction “between LIFO 
applied as a continuous pricing method under a perpetual 
inventory procedure ... and LIFO applied as a peri- 
odi¢c inventory method” (Page 140). This point is fur- 
ther clarified by Illustration 44 (Page 144) in the text 
which illustrates the periodic inventory method. How- 
ever, no problem has been included at the end of the 
chapter to illustrate a periodic inventory using the 
LIFO method. 

Chapter Seven, Accounting for Labor in Cost Ac- 
counting Work, combines the material included in 
Chapters Nine and Ten in the Third Edition. The illus- 
trations have been revised and improved. A discussion 
of “Pension Plans for Factory Workers and the Effect 
on Labor Cost Accounting” (Page 201) is an important 
addition. “Managerial Aspects of Labor Cost Account- 
ing” (Page 202) is also presented in Chapter Seven. 
Parts of this discussion which deal with labor standards, 
performance reports, and similar topics appear to get 
ahead of the discussion as one would expect these sub- 
jects to be presented with the chapters on standard 


costs. This reviewer considers the de-emphasis of in- 
centive wage plans as an advantage of the new edition. 

The organization of the chapters on manufacturing 
overhead (formerly “manufacturing expense’’) is simi- 
lar to that used in previous editions. Chapter Eight 
includes a discussion of the three concepts of “normal 
operating conditions’’: (1) total or ideal plant capacity; 
(2) practical plant capacity; and (3) expected actual 
volume. This section adequately describes these con- 
cepts but fails in the discussion of the conditions and 
factors which must be considered in the adoption of 
one particular method. Since there could be consider- 
able difference in these levels of operations, the text 
at this point could present the reasons for using combi- 
nations of these concepts of ‘normal operating condi- 
tions.” For example, it might be desirable to utilize 
“practical plant capacity” for inventory valuation pur- 
poses and “expected actual volume” or actual volume 
for cost control purposes. 

One of the most significant changes in the new edition 
has been the expansion of the discussion of the first-in, 
first-out method of accounting for beginning inventory 
in process cost accounting. Although FIFO under proc- 
ess costs has been mentioned in previous editions, Mr. 
Neuner has always stressed the average cost method. 
Giving FIFO equal status with average cost is a major 
improvement and permits the instructor to emphasize 
that method which he believes should be emphasized. 
The need to teach the FIFO method is obvious when one 
realizes that recent process cost problems on the C.P.A. 
examination have made use of this method. Problems are 
ncluded at the end of the chapter for each method 
of accounting for beginning inventories. 

There has been no major change in the chapters on 
Budgetary Control and Cost Accounting, Standard 
Costs, Accounting Prodecures for Standard Costs, and 
Estimated Cost Accounting Procedures. The chapter on 
estimated cost follows the chapters on standard costs, 
which is the position it held in all but the Third Edition. 

Chapters Eighteen through Twenty-Three are very 
similar to their counterparts in the Third Edition. 

A few minor criticisms are offered. On page 105 the 
statement is made that the purchasing department 
approves vendors’ invoices and sends them to the ac- 
counting department for entry. This is considered in- 
adequate internal control. 

Throughout the text Mr. Neuner has tabulated the 
results of surveys made by the National Association of 
Cost Accountants. Although such surveys do tell the 
student of the methods used by the majority of com- 
panies replying to the questionnaire, the reasons for 
their use have not been set forth. Some of the responding 
manufacturing companies may use antiquated account- 
ing methods, or such methods may only meet the test 
of expediency. 

Mr. Neuner should check his statement on page 194 
that “‘most indirect labor is paid by the day or the 
week” instead of hourly. 

In conclusion, those instructors who have approved 
of the pedagogical approach used in the earlier editions 
will find this an improved text. On the other hand, those 
who prefer to teach the cost accounting cycle for job 
order costs, process costs, and standard cost before dis- 
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cussing detailed cost accounting practices will not find 
what they want in the new edition. In those schools 
where the majority of accounting students take only 
one semester of cost accounting, the teacher finds it 
difficult to include the chapters on standard costs with- 
out a considerable reduction in time devoted to Part I. 

When the Fourth Edition is compared to the original 
1938 edition with, for example, its one chapter on proc- 
ess costs and its one paragraph on “Method of Market 
Price or Price of Last Purchase,” which was the 1938 
version of LIFO, one is struck with the great changes 
that have taken place in cost accounting in 15 years, and 
with Mr. Neuner’s real accomplishment in keeping his 
text up-to-date. 

Donatp H. CRAMER 
Touche, Niven, Bailey & Smart 
Detroit, Michigan 


Cost Accounting and Productivity, the Use and Practice 
of Cost Accounting in the U.S.A. Report by a Group 
of European Experts. (Paris: Organization for Euro- 
pean Economic Co-operation, 1952. Pp. 125. $1.25. 
U. S. Agent, Columbia University Press, N. Y.; in 
English.) 


We are sometimes advised to see ourselves as others 
see us. This report offers a flattering opportunity to 
American cost accountants. It was prepared by a team 
of 34 men highly placed in accounting in eleven Euro- 
pean countries. The team visited the United States 
during the first quarter of 1951. It was given an orienta- 
tion course in American industrial accounting at New 
York University and then conducted through 69 or- 
ganizations, chiefly industrial, but including two uni- 
versities and three governmental offices. The companies 
cover a wide range of activities; they are located in the 
industrial north-east quarter of the country, St. Louis 
being the westernmost stop. Only progressive, well 
managed and, for the most part, large organizations 
were included, as is appropriate for a group looking 
for the best developments in cost accounting. 

The report discusses its findings under the following 
chapter headings: 


I. The General View 
II. Organization and Managerial Control 
III. The Controller and His Function 
IV. Cost Accounting Practice in America 
V. Budgeting 
VI. Standard Costs 
VII. Reporting to Management 
VIII. Accounting and the Study of Management 
IX. Conclusions and Recommendations. 


The report also includes nine “annexes” taking up 
special topics such as “The Application of Standard 
Costs in One American Manufacturing Company,” 
“Public Utilities,” and “Type and Frequency of Re- 
ports at Various Levels of Management.” 

The report describes repeatedly the practices which 
progressive cost accountants in this country are advo- 
cating. The role of cost accounting as a management 
tool, the usefulness of standard costs and budgets, 
and the place of the controller in the management team 
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are all discussed and credited with the usefulness claimed 
for them in our textbooks and technical articles, The 
report gives a convincing unbiased appraisal which 
should be encouraging to those who are trying to per. 
suade sometimes reluctant managements to try more 
advanced cost control methods. 

The chief differences between European and Ameri- 
can methods noted by the team may be expressed in 
words of the report: “The mission were in general agree. 
ment that the primary purpose of cost accounting in 
Europe was the ascertainment of product unit costs for 
the purpose of establishing prices.” “The primary pur. 
pose of cost accounting in America appears to be to 
assist management to control costs.” “The ascertain. 
ment of product unit cost, although by no means dis- 
regarded, is of secondary importance.” “The mission 
saw a variety of systems based on actual or standard 
costs or a combination of both. In these complete sys- 
tems the accounting techniques and methods, whether 
on a basis of actual or stanard costs, were broadly 
the same as would be used in similar systems in Europe. 
It was not the method but the purpose for which the 
figures were used that was different.’”’ On budgets: “Few 
European firms draw up budgets in this meticulous 
way or use them as an instrument of management 
control.” On the controller: “‘There is clearly one de- 
velopment in America which is not common in Europe 
and that is the evolution of the controller.” 

Many points which must be made in teaching cost 
accounting are made by the report. For example, the 
Mission “‘could no more select any one system to repre- 
sent a typical ‘American system’ than they could agree 
on what a typical ‘European system’ ” would be, and 
doubted “whether there is such a thing.” Again, under 
reporting methods, “ ... reports vary according to the 
degree of authority delegated to each unit of manage 
ment” and “reporting systems reflect personal responsi- 
bility and accountability for costs.” In brief, the report 
is the best general description of progressive American 
cost accounting practices which the reviewer has seen. 
It will be very useful to anyone who needs a general 
discussion of the place of cost accounting in American 
industry without presentation of accounting procedures, 
entries, statements or figures. 

Readers of this Review are urged to read the report 
in full. 

LAWRENCE L. VANCE 
Professor of Accounting 
University of California, Berkeley 


Accounting Trends and Techniques in Published Corpo- 
rate Annual Reports (Sixth Edition). Research De- 
partment, American Institute of Accountants. 
(New York: American Insitute of Accountants, 
1952. Pp. 244. $10.00.) 


The sixth survey by the research department of the 
Institute covers a basic sample of 600 companies with 
fiscal years ending between May 1, 1951 and April 30, 
1952. In addition, nearly 700 other reports were infor- 
mally reviewed and referred to when appropriate. 

Information is presented by means of tabulations 
for the basic sample of 600 reports (compared with 525 
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in earlier editions), excerpts, reproductions of financial 
statements, and narrative comment. The survey is 
divided into five sections: financial statements, balance 
sheets, income statements, retained earnings and capital 
surplus, and accountants’ reports. About twice as much 
space is devoted to financial statements and retained 
earnings as in the fifth edition. 

Among the tabulations, which are the backbone of 
the book, are those dealing with customary certified 
financial statements, balance sheet title and form, re- 
tained earnings terminology in 1951, investments and 
advances, LIFO inventory cost methods, prepaid ex- 
penses and deferred charges, guarantee and warranty 
reserves, contingent liabilities, pension and retirement 
plan contributory features, cash dividend restrictions, 
and standards of reporting. 

New or substantially enlarged sections deal with lia- 
bilitiesin re employees and stockholders, U. S. Govern- 
ment securities used to offset Federal income tax lia- 
bility, short-term borrowing and long-term indebted- 
ness, appropriations and reserves, factors affecting ac- 
countants’ opinions, and post balance-sheet disclosures. 

Appropriations and reserves are treated at length 
with two year comparative tabulations to show the 
balance sheet presentation and frequency of reserves 
for insurance, contingency, employee benefits, property, 
guarantee and warranty, foreign activity, taxes, and 
various other purposes. The number of appropriations 
or reserves shown below the current liability section of 
the balance sheet or within the stockholders’ equity 
section (other than inventory reserves) decreased from 
802 in 1946 to 609 in 1951. Most of the decrease re- 
sulted from discontinuance of contingency reserves in 
183 reports (315 in 1946; 132 in 1951). 

The position of appropriations or reserves on the 
balance sheet was relatively unchanged from 1950 to 
1951. About four fifths were shown above the stock- 
holders’ equity in each year (apparently contrary to 
ARB No. 39). However, the number of contingency pur- 
pose reserves shown above the stockholders’ equity de- 
creased much more (from 110 to 84) than the number 
shown within the stockholders’ equity (from 48 to 45) 
from 1950 to 1951. 

The presentation of extraordinary items in the in- 
come statement received increased coverage in the sixth 
edition. Five tabulations for 1951 alone show the num- 
ber of extraordinary items (with their importance 
measured as a percentage of average income for the 
year 1950 and 1951) included in the income, retained 
income, or capital surplus statements. 

A desirable new feature of the sixth edition is a de- 
scription of the dynamic nature of changes that are 
occurring in accounting, but which are not revealed by 
the formal tabulations. 

Two important developments in inventory valuation 
were (1) a decline in the use of the lower of cost or mar- 
ket basis from 496 reports in 1947 to 468 in 1951 and 
(2) an increase from 141 to 219 reports indicating use of 
the cost basis. The tax requirement that LIFO cost be 
used for reporting to others, if it was used for taxable 
income determination, was probably an important fac- 
tor in the wider use of the cost basis. 
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Use of the LIFO method increased from 115 to 183 
companies during the period 1949 to 1951. Excerpts 
are given from reports of companies that adopted LIFO, 
extended the use of LIFO, continued the use of LIFO 
adopted in a prior year, and abandoned LIFO. A simple 
count of the number of companies using LIFO at any 
time may not satisfactorily reveal the diverse nature 
of the changes that are occurring. 

Fixed asset valuation on the cost basis was indi- 
cated in 478 reports in 1951 as compared with 455 in 
1949. The use of appraisal value declined slightly from 
79 instances in 1949 to 71 in 1951. One tabulation shows 
that 152 companies had obtained certificates of necessity 
on facilities which were issued in substantial number 
during 1951 for the first time since World War II. 
Excerpts from reports disclosed the effect of certificates 
of necessity upon assets, accelerated amortization, and 
the unamortized remainder. 

The degree of adherence to various Accounting Re- 
search Bulletins is indicated. As an example, the recom- 
mendation in ARB No. 39 of the discontinuance of 
“surplus” was followed by 72 companies in 1948 and 
213 in 1951. 

Bulletins 39 and 41 emphasize that when additions 
to or deductions from net income are shown at the 
bottom of the income statement, the net income figure 
should be clearly designated in order not to be confused 
with the final figure in the income statement. Out of 
46 companies listing extraordinary items in a separate 
last section of the income statement, 39 designated the 
the amount preceding and following the extraordinary 
item. However, seven did not clearly indicate whether 
the extraordinary items were included or excluded from 
the net income figure for the year. 

“Reserve” to describe depreciation was used on 397 
balance sheets in 1948 but in only 233 in 1951. The words 
“accumulated depreciation,” ‘allowance for deprecia- 
tion,” and “depreciation” alone were common replace- 
ments. The change toward more precise terminology 
has been appreciable. 

Income taxation has, as several writers recently em- 
phasized, important effects upon accounting principles 
and techniques. This influence upon financial account- 
ing is reflected by the large number of items in corpo- 
rate reports that pertain to taxes. Financial accounting 
and income tax accounting need to be more closely inte- 
grated than they are at present. The two areas can no 
longer be treated as distinct areas. 

Increased government spending and large scale ex- 
pansion for defense during 1951 were reflected by the 
mention of government contracts in 362 reports. Twenty 
instances each were disclosed of the existence of price 
redetermination clauses in U. S. Government contracts 
and cost-plus-fixed-fee government contracts. Refer- 
ence was made to the renegotiation of government 
contracts in 199 reports. 

The question arises whether accountants approved or 
disapproved of the diverse practices followed and the 
changes that occurred from 1950 to 1951. Accountants’ 
opinions in 88 annual reports were qualified, but only 
one disapproved of a change—rather remarkable in view 
of all the diverse treatments, lack of adherence to 
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Accounting Research Bulletins, and the cross-currents 
reflected in changes. 

Accounting Trends is a remarkable volume in good 
part because of the tasks involved in determining what 
accounting techniques an annual report discloses and 
summarizing numerous variations. The 244 pages at- 
test to the variability employed in reporting upon com- 
plex business situations. 

Rosert H. GREGORY 
Associate Professor of Accounting 
and Finance 

University of Buffalo 


Accounting for Inflation. Taxation and Research Com- 
mittee of the Association of Certified & Corporate 
Accountants. (London: Gee & Company, 1952. 
Pp. 149. 15s.) 


This is another in a series of studies recently made 
by professional accounting associations in England. 
Accounting for inflation, according to the committee 
of certified accountants and economists who partici- 
pated in this study, may best be accomplished by adopt- 
ing replacement costs both as a basis for asset valuation 
and as an element of income determination. 

The first two chapters of the study establish clearly 
that price level changes in the past decade have been 
material; that current accounting income is composed 
of both windfall price gains and operating profits; and 
that the burden of taxation on such income together 
with pressure for increased dividends creates serious 
problems for management in obtaining, retaining, and 
explaining the funds necessary to finance replacement 
and expansion. 

Something less than the strongest case that could 
be made for the logic and usefulness of present account- 
ing practice is set up in Chapter III and promptly de- 
molished. Those familiar with the writings of H. Norris 
will recognize that he is unfairly represented by a series 
of quotations which constitute a description of present 
practice rather than a rationale of accounting concepts. 
At best, however, the defense is vulnerable; we may 
therefore indulge the plaintiff in an understandable, 
albeit unscholarly, propensity to understate the de- 
fendent’s case. 

In Chapter IV the Committee finally digs down to 
the fundamental issues and finds them rooted inextri- 
cably in the concept of capital maintenance and various 
dependent concepts of business income. Pigou, Hayek, 
and Hicks on capital maintenance are summarized 
succinctly and the essential dilemma involved in the 
futuristic nature of capital determination is derived. 
Then by some clever sleight of hand in which the logic 
is neatly concealed from the audience these variant 
views are “reconciled” into a “current cost” principle 
which forms the rationale for the proposed solution: 
the use of current replacement costs in determining 
revenue charges, and as a basis for balance sheet valua- 
tions, with the offset appearing as a “revaluation re- 
serve” in the capital section of the balance sheet. Surely, 
of the three, only Pigou would be comfortably reconciled 
to the result. 

The Committee indicates a commendable awareness 
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of the fact that a depreciating monetary unit imparts 
materiality to two distinct accounting anomalies which 
may remain immaterial under conditions of stable price 
levels: 1) The total difference between realized monetary 
revenues and the actual cost of goods and services js 
composed of the expected operating margin and a wind. 
fall element which is attributable to price changes 
between the time of investment and realization. 2) The 
distinction between “monetary” and “real” with re 
spect to past investments and current realizations takes 
on an increased significance. Monetary representations 
over time lack comparability since their significance ip 
relation to economic goods and services has changed 
materially. 

That an acceptable attempt to deal with the latter 
problem involves a thoroughgoing use of a “stabilized” 
monetary unit (derived through the use of some index 
of the general price level) the Committee recognizes, 
but the arguments used to brush aside this solution are 
astonishing. Reporting in “stabilized currency” it is 
stated (p. 58) would make inflation all the more in. 
evitable because in some manner, unfathomable to the 
reviewer, it would destroy confidence in the currency 
and prevent the re-establishment of a stable price level. 
Fortunately, such ostrich-like reasoning is out of char- 
acter with the quality of the argument in other parts of 
the study. 

It is true, as the Committee points out, that the use 
of a “stabilized monetary unit” in conjunction with 
present accounting procedures would not isolate the 
capital gain element in accounting income. If one will 
grant the implicit assumption that the mixing of wind- 
fall and operating gains is a more important problem 
than that created by fluctuations in the value of the 
monetary unit this may be accepted as a reasonable 
basis for ignoring the latter problem. In this case, how- 
ever, the title of the study is somewhat misleading; the 
problem of capital gains is not solely a product of in- 
flation. 

The discussion of the true nature of capital gains a5 
“unexpected” is generally good, although one might 
quarrel with the conclusion that all price gains are 
unexpected almost by definition. It is refreshing, how- 
ever, to find that the Committee does not fall into the 
well populated pitfall of assuming that price gains are 
automatically “unreal.” 

The basic economic case for a special treatment for 
capital gains is that—properly defined as unanticipated 
increments in capital value—such gains presumably 
do not influence economic decisions. This argument 
(which the Committee fails to mention) does not, how- 
ever, justify the proposal to spirit “capital” price gains 
into net worth without ever exposing them to the lighted 
portals of the income statement. 

At several points the Committee refuses to argue the 
question whether the “capital gain” element of ac 
counting income should be taxed, but their feeling to the 
contrary shines brightly through many of the arguments 
for replacement costing. A complete blackout is im- 
posed, however, on the case for taxing capital gains as 
ordinary income (see L. H. Seltzer’s recent NBER study 
in the U. S.). Since recognized capital gains are untaxed 


in Britair 
herent in 
the Inter 
Inan 
of severa 
by vario 
the foi 
allowanc 
Despi 
ment—n 
work—t! 
several V 
trend of 
costs in 
of stimu. 
and add 
problem 
Unis 
The Pla 
Com 
(An 
Pp. 
This 
Busines 
the pla 
form S 
Power 
He the 
interpr 
missior 
The 
(1) ace 
accour 
with 
deprec 
referer 
opinio 
Fo 
tions 
Comn 
provic 
He cc 
desira 
to re 
sugge 
Or 
Powe 
all ai 
tion 
surp] 
that 
acqu 
of in 
econ 
wher 
Op 
sum 
tion 
equi 


in Britain at the present time the tax advantage in- 
herent in an acceptance of the Committee’s proposal by 
the Internal Revenue is obvious. 

Inan appendix the study contains an excellent review 
of several methods of tax relief which have been granted 
by various European countries, for the most part in 
the form of price-index adjustments of depreciation 
allowances. 

Despite occasional lapses in the quality of the argu- 
ment—no doubt an inevitable product of committee 
work—the case presented in this study is superior to 
several which have preceeded it. As evidence of the clear 
trend of British thought toward the use of replacement 
costs in accounting reports, it should provide a source 
ofstimulating discussion material for graduate seminars 
and added reference material for others working on the 
problem. 

CHARLES E. JOHNSON 
Associate Professor of Accounting 
University of Oregon 


The Plant Accounting Regulations of the Federal Power 
Commission—A Critical Analysis. Sidney Davidson. 
(Ann Arbor: University of Michigan Press, 1952. 
Pp. 163. $2.00.) 


This monograph is another in the series of Michigan 
Business Studies. The author describes and analyzes 
the plant accounting regulations contained in the Uni- 
form Systems of Accounts prescribed by the Federal 
Power Commission for utilities under its jurisdiction. 
He then evaluates these regulations in the light of the 
interpretations and applications given them by the Com- 
mission as evidenced in its orders and opinions. 

The material is grouped under five major headings: 
(1) account 100.5: plant acquisition adjustments; (2) 
account 107: electric plant adjustments; (3) transactions 
with associated companies; (4) reaccounting; and (5) 
depreciation accounting. The text contains numerous 
references to the Uniform Systems and to orders and 
opinions of the Commission. 

For the most part, the author accepts these regula- 
tions and the interpretations placed upon them by the 
Commission as being necessary and appropriate to 
provide data for effective regulatory control of utilities. 
He concludes, however, that certain modifications are 
desirable to make the regulations more workable and 
to remove certain inequities. The principal revisions 
suggested are summarized below. 

One of the most controversial policies of the Federal 
Power Commission has been its inflexibile decision that 
all amounts classified in Account 100.5, Plant Acquisi- 
tion Adjustments, must be written off or amortized to 
surplus or to income deductions. The author considers 
that this policy is too harsh and may operate to block 
acquisitions which are desirable from the standpoint 
of integrating adjacent facilities and effecting operating 
economies through such integration. He suggests that 
where plant acquisitions result in improved service or in 
operating economies which are passed on to the con- 
sumers through lower rates, a portion of the amortiza- 
tion of the plant acquisition adjustment amount, 
equivalent to the benefits received by the rate payers, 
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should be charged against them by permitting such 
amortization to be included in operating expenses. 

The author also disagrees with the Commission’s 
position that all purchases of assets or services from 
associated companies should be valued at cost to the 
affiliated company. In his view, so long as the purchase 
price reasonably reflects market conditions prevailing 
at the time of acquisition and is an apt expression of 
the economic significance of the services acquired, that 
price should be included in the plant cost total. Where 
careful scrutiny of the transaction indicates that the 
price agreed upon is not representative of the fair value 
of the services, such fair value rather than cost to the 
affiliated company should be recorded. This recommen- 
dation conforms with the general principles governing 
the recording of plant acquisitions irrespective of their 
source and will be acceptable to the majority of ac- 
countants. 

The author believes that “original cost” of utility 
plant is over-stated by the inclusion of interest during 
construction and proposes that this expense be excluded 
as an element of plant cost. He bases his conclusion on 
the fact that there is no certainty the utility will be able 
to earn a return on funds used during the construction 
period and even runs the risk that part of the funds 
themselves may be lost. As compensation for this risk, 
he would permit the utility to earn a slightly higher rate 
of return during its operating life if competitive condi- 
tions will permit it to do so. 

The reviewer must take issue with this recommenda- 
tion. It is true that utilities are not guaranteed a fair 
return on their plant investment nor even that they 
will be able to recoup the investment itself but this risk 
applies to all elements of plant cost and not just to inter- 
est during construction. If the author’s reasoning were 
carried through to its logical conclusion, there would 
be no basis for capitalizing any portion of the investment 
in plant facilities. To what rate base, then, would be 
applied the higher rate of return proposed as compensa- 
tion for the risk assumed? 

Mr. Davidson would permit “reaccounting” for the 
cost of existing items of plant previously charged to 
expense and the inclusion in the plant balance of ap- 
propriate amounts of overhead expenses which are 
reasonably related to construction activities. The Com- 
mission has consistently refused to permit reaccounting 
for plant costs previously charged to expense and has 
insisted that construction overheads be limited to those 
expenses which can be shown to be directly related 
to specific items of plant additions. The author’s con- 
clusions in this regard rest on the principle that the 
balance in utility plant account should include the 
full cost of all items of property currently used and useful 
in the public service in order to have a proper base 
upon which to compute the rates to be charged to the 
present users of such service. 

The most important recommendation, so far as 
future utility regulation is concerned, is a proposal 
that depreciation be based upon plant costs which have 
been adjusted to current price levels, rather than upon 
historical costs. This adjustment would be accomplished 
by the application of price indexes to the original costs 
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reflected in the accounts. Annual depreciation charges 
so derived would provide an expression in terms of 
current dollars of the cost of that portion of the plant 
facilities which is currently consumed in rendering util- 
ity service. This position has been asserted by at least 
one utility company in a recent rate case and has been 
approved by Paton, Spacek, Brundadge and other au- 
thorities. The author points out that in non-regulated 
industries the basis of computing depreciation will 
normally have no effect on selling prices and, therefore, 
it makes little difference whether depreciation is com- 
puted upon historical cost or trended cost. However, 
in a utility situation where the amount of depreciation 
allowed affects the prescribed rates it is important that 
the depreciation charges fairly reflect the current cost 
of the service rendered. 

This monograph merits careful reading by anyone 
interested in the field of utility accounting. While 
many readers will disagree with some or all of the 
author’s conclusions, his careful analyses of these issues 
should stimulate constructive thinking in this important 
field. 

R. M. Smapson 
Certified Public Accountant 
Seattle, Washington 


Auditing. Third Edition. William H. Bell and Ralph 
S. Johns. (New York: Prentice-Hall, Inc., 1952. 
Pp. x, 564. $6.00.) 


In the preface to this third edition of their popular 
auditing book, the authors set forth their objective 
clearly—to present a “thoroughly practical treatise on 
auditing, based upon the recognition of things as they 
actually are,” one that is characterized by “practicality, 
definiteness, and conciseness.” In the text that follows 
they succeed in reaching their goal, for this well- 
written book offers an excellent description of current 
auditing procedures. 

This edition follows the form of the first two editions 
very closely. After the usual introductory chapters on 
the nature of auditing, preliminary arrangements with 
clients, and auditing procedures and methods, there 
are ten chapters which consider auditing procedures 
and problems for the various balance-sheet and income- 
statement accounts. The text is concluded with brief 
chapters on working papers (new in this edition) and 
the audit report. Happily for teaching purposes, an- 
other new feature of this edition is the inclusion of a 
full set of questions and cases which seem to be reason- 
ably well integrated with the text, and also a sample in- 
ternal control questionnaire. 

In their emphasis on a “practical” approach to audit- 
ing problems the authors for example suggest that “due 
regard be given to the difference between essentials and 
nonessentials, and the common-sense rule be applied 
that no changes should be made unless they are really 
material and necessary to a reasonably proper under- 
standing of conditions.” The emphasis upon practical- 
ity, however, results in major attention being centered 
upon auditing procedures with only a passing nod to the 
accounting principles or standards upon which the 
procedures are based. 
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The authors’ failure to incorporate references tp 
applicable Accounting Research Bulletins is i 
troublesome. No mention is made of the bulletins in the 
discussion of such topics as inventory valuation, amor. 
tization of intangibles, financial-statement disclosure 
of long-term leases, and unamortized discount on bonds 
refunded. Bulletins $34 and #39 on the use of the terms 
“reserve” and “surplus” are commented on in the text 
but their recommendations are not adopted. This is 
especially surprising since the senior author was 4 
member of the Institute’s Committee on Terminology 
that drafted the proposals for limiting the use of the 
terms. 

The treatment of the subject of reserves is a weak 
point of the text. In connection with bad debts, the 
authors state that the word reserve “‘s still more gener. 
ally used than all other wordings combined.” The sixth 
(1952) edition of Accounting Trends and Techniques 
shows (p. 19) that for its sample, which may not be 
representative, the use of reserve in this connection in 
1950 annual reports had dipped below the use of all 
other wordings combined by 246 to 247. In 1951 annual 
reports, the use of reserve declined still further. The 
authors make no mention of substitutes for the term 
reserve in connection with the depreciation-contra, but 
the Accounting Trends and Techniques edition referred 
to above shows that the use of the combined substitutes 
considerably outstrips the use of reserve for deprecia- 
tion and that the margin is growing steadily. The loca- 
tion in the text of the major discussion of reserves is 
also surprising. The point is made that most reserves 
represent appropriations of surplus, but despite this 
they are considered in the section on liabilities, coming 
just before contingent liabilities and liability certificates, 

When accounting theory is introduced into the dis- 
cussion of specific points, the authors sometimes do 
exceedingly well; for example, the discussion of the 
valuation of property acquired in exchange for stock and 
the relationship of the LIFO inventory method to the 
natural business year are excellent. In other cases, the 
excursions into accounting theory are not so successful. 
The defense of the cost or market rule on the basis of 
the economic theory of long run equilibrium is ques 
tionable. The use of the term “liability accounts” to 
describe all accounts which appear on the right side of 
a traditional balance sheet carries convenience too far, 
and becomes irritating when those who object to such 
a classification are accused of hair-splitting. The theory 
of depreciation is expressed solely in terms of preserving 
original capital, with no mention of the importance 
of charging each accounting period with its appropriate 
share of the cost of capital assets. There is a strong im- 
plication that if capital assets are not to be replaced there 
is little need for annual depreciation charges in income 
determination. 

In the consideration of “things as they actually are” 
little attention is paid to questions which have not been 
important in the authors’ broad experience. Thus, the 
adjustment of depreciation charges to reflect changed 
price levels is disposed of in a short paragraph; this 
question receives about the same amount of attention 
as the fortunately obsolete one of the treatment of de- 
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posits in closed banks. There is no discussion of the in- 
triguing possibilities of the use of sampling procedures 
and statistical techniques in the auditing process. 

In summary, the new Auditing offers an excellent 
description of current auditing procedures. It is well 
written and easy to follow. However, if the reader 
wants more than this from the text—if he wants an in- 
tegration of accounting theory and auditing or if he 
desires a glimpse of what may be the auditing proce- 
dures of the future—he may be somewhat disappointed. 

Smpney Davipson 
Associate Professor of Accounting 
The Johns Hopkins University 


Executive Accounting: Part Two, Constructive Account- 
ing. Sixth Edition. Hadley Editorial Staff. (New 
York: McGraw-Hill Book Company, 1952. Pp. xi, 
261-405. $4.00.) 


The second half of this text leans more convincingly 
toward executive aid than the first half (Internal Busi- 
ness Control—Tue AccouNnTING Review, October, 
1952). 

The chapters on Departmental Accounting, Manu- 
facturing, Branch Accounting and Consignment Sales 
are written to aid the executive in the proper use of ac- 
counting records in keeping his hand on the pulse of 
business. Although a text of this type is necessarily 
limited in scope, the authors have concentrated on those 
various branches of accounting most likely to come 
under the close scrutiny of the executive. 

The reader is constantly alert to the fact that the text 
is not all-inclusive, and that the advice of lawyers and 
accountants should be sought when needed. The chap- 
ters on partnership and corporation accounting contain 
enough information to let the executive realize his own 
limitations in making decisions. 

The first chapter on manufacturing gives a well- 
illustrated introduction to the fundamental accounting 
procedures peculiar to manufacturing, along with a 
gradual build-up to cost accounting. The second chap- 
ter ties this procedure to the ledger, the job sheets, proc- 
€ss cost and inventory control. The authors have also 
used this chapter to introduce accounts payable con- 
trol as it fits into the manufacturing picture. The fol- 
lowing chapter presents a lucid explanation of accounts 
payable contro] and the voucher system as it would, 
and could, be applied to any business. 

The chapters on branch accounting and consign- 
ment sales, though brief, are concise and to the point, 
and should give an executive enough back-ground ma- 
terial in these specialized fields to use the accounting 
reports to the advantage of the business. 

Of the 144 pages in the second half, entitled “Con- 
structive Accounting,” twenty-two pages are devoted 
to problems. Practice sets are separate from the text, 
and the various types of journals and ledgers should 
give the student practical information in the applica- 
tion of the text material. 

The final chapter on tax accounting is a follow-up of 
Chapter XI, payroll accounting, in the first half of the 
text, These two chapters supply much-needed informa- 
tion to all students of accounting. Regardless of the 


fact that tax laws are continually changing, the funda- 
mental methods of accounting applicable to taxes re- 
main much the same. It is the opinion of the reviewer 
that an accounting text is not complete unless the vari- 
ous taxes and payroll deductions have been given suf- 
ficient explanation to convince the executive, in his 
role of student, of their importance; and in his official 
capacity, to point out his responsibilities in collecting 
and paying the various Federal and state taxes. 

The entire text presumes that the executive reached 
his position of authority without any previous training 
in accounting. With this idea in mind, the easy-reading 
elementary style is most appropriate for the man who, 
in an administrative position, wants a maximum of ac- 
counting knowledge in the minimum of time at his dis- 


J. V. Forpon 
C. A. Harris & Son, Inc. 
Ardenvoir, Washington 


Financial Statement Analysis, Principles and Tech- 
niques. Second Edition. John N. Myer. (New York: 
Prentice-Hall, Inc., 1952. Pp. 272. Price $4.50.) 


Professor Myer’s new edition should be popular with 
college teachers presenting an elementary one semester 
course in the general analysis of financial statements. A 
single semester of accounting fundamentals should be 
sufficient and two semesters would be clearly sufficient 
to equip the student with the knowledge he needs to un- 
derstand and use this concise and readable text. The 
author’s workbook of questions and problems is es- 
pecially well designed from the viewpoints of the stu- 
dent and the teacher. It contains many up-to-date, real- 
life situations, is well coordinated with the text, and 
furnishes the teacher with an effective and convenient 
way of developing facility in the use of analysis tech- 
niques and of testing student progress. 

The text is not presented from the viewpoint of any 
one particular type of analyst, nor did the author in- 
tend that the text serve this purpose. In this respect, the 
text is hardly adaptable for a course which emphasizes 
investment analysis or credit analysis, or for the analy- 
sis of companies in specialized fields such as banking, 
transportation or public utilities. 

Some definite improvements have been made over 
the 1941 edition, but taken as a whole, the text is not 
considerably changed. The major improvements in- 
clude up-to-date illustrations and problems, a new very 
skillfully written chapter summarizing recent trends in 
accounting principles and procedures, and at several 
points throughout the text, a reorientation of viewpoint 
and modernization of style which makes the text con- 
form with current accounting thought. 

The new edition is divided into two parts, theory 
(four chapters) and technique (10 chapters), but, since 
the order of the chapters remains the same, this is really 
nothing more than a change in the Table of Contents. 
The author suggests that initial assignments be made 
concurrently from both parts of the text in order that 
the student may not lose interest because of “too much 
theory.” 

There are a variety of analytical techniques devel- 
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oped in the text and they include the traditional ones 
associated with the general analysis of financial state- 
ments. In addition, the text introduces break-even- 
point analysis, makes use of statements accounting for 
changes noted in a variety of statement items, and 
briefly explains “‘sundry measuring devices” used in the 
specialized fields of credit and investment analysis. The 
“sundry measuring devices” are presented in the final 
chapter of the text and include such measures as the 
velocity method of analyzing debt paying ability, the 
book value per share of common stock, earnings per 
share, and “times interest charges earned.” 

The basic techniques are explained in the text 
roughly in this order: the use of comparative Balance- 
sheets and Income Statements over time, the calcula- 
tion of dollar and percentage change from the previous 
year, the calculation of common size statements, the 
determination and presentation of statements explain- 
ing or accounting for the change in certain important 
statement items, the calculation of trend percentages, 
and the calculation of certain structural and operating 
ratios. 

In a later chapter in the text, Professor Myer inte- 
grates these basic techniques into a standard framework 
or approach to be used in analyzing any set of account- 
ing statements. This framework starts with the struc- 
tural and operating ratios as a means of identifying 
“imbalance,” and extends down through trend ratios, 
and the other techniques as a means of explaining the 
imbalance. 

Professor Myer’s approach emphasizes the im- 
portance of comparative statements and trend per- 
centages and de-emphasizes the importance of struc- 
tural and operating ratios. Accountants who feel that 
ratios have received entirely too much attention as a 
tool of statement analysis will favor Professor Myer’s 
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treatment. However, this critic feels that he overlooks 
some of the values ratios have as a diagnostic tool ip 
the hands of the analyst and that an earlier and stronger 
presentation in the text of ratio analysis would be bet. 
ter. 

Statements of the “source and application of funds” 
type are used extensively and to good advantage 
throughout the text. These tools of analysis are direct 
and readily understandable but have received less at. 
tention in other current textbooks. 

The limitations and difficulties associated with ap 
analysis based primarily upon accounting statements 
are explained and illustrated on an elementary level, 
Some complications in this connection receive only a 
very cursory treatment, or none at all. Among these 
complications are the effects of seasonal and cyclical 
variations in business activity upon year-end state. 
ments, the effects of a changing price level upon both 
the balance sheet and the income statement, and the 
distortions which may enter into the analysis when 
consolidated financial statements are used. 

The text is to be commended for its use of graphical 
techniques as a tool of statement analysis, in connection 
with the tracing of trends, the interpretation of com- 
mon size statements, and the study of the break-even 
point. 

In balance, this text and workbook constitute an ef- 
fective and convenient way of studying and teaching the 
elementary concepts of financial statement analysis. 
The author’s concise, business-like style covers ground 
quickly, but, at the same time, draws upon a variety of 
analytical tools. Professor Myer is to be congratulated 
on this new edition of his widely accepted book. 

WILBER C. HasEMAN 
Instructor in Business Administration 
Syracuse University 


Mathematics of Finance 


Mathematics of Investment. Paul R. Rider and Carl H. 
Fischer. (New York: Rinehart and Company, Inc., 
1951. Pp. xi, 226, plus tables 125. $5.00.) 


This book provides an introductory course in the 
theory and applications of compound interest and an- 
nuities certain. The topics are those normally covered 
by the typical Mathematics of Finance or Mathematics 
of Investments course. The first chapter (23 pages) 
deals with simple interest and simple discount and gives 
special attention to installment contracts and the de- 
termination of rate of interest in connection therewith. 
The second chapter (25 pages) explains the basic com- 
pound interest formula S=A(1++4)", the computation 
of compound amount, the computation of present value 
or principal, compound amount for fractional periods, 
and the converse cases of determining the unknown time 
(m) and the unknown rate (#). The concluding sections 
of this chapter deal with equivalent rates, effect of fre- 
quency of conversion, and equations of value. The third 
chapter (32 pages) arrives at the formulas for the 
amount and the present value of ordinary annuities, 


explains the technique of their solution, including con- 
verse cases, explains perpetuities, and concludes with 
presentation of the basic facts and formulas relating to 
deferred annuities and annuities due. Chapter 4 (25 pages) 
is devoted to general annuities. Chapter 5 (11 pages) 
deals with amortization of debts by the installment 
method, and with sinking funds, and with a comparison 
of the amortization and sinking fund methods of repay- 
ment of debts. Chaper 6 (36 pages) deals with bonds, 
including a section of 4 pages devoted to serial bonds. 
Chapter 7 (17 pages) deals with depreciation, depletion, 
and capitalized cost. The straight-line, sinking fund, 
and constant percentage methods of depreciation are 
those selected for presentation. Chapters 8, 9, and 10 
(57 pages) are devoted respectively to life annuities, life 
insurance net premiums, and life insurance reserves. 
The preface of the book cites a number of the note- 
worthy features of the text. Among these are: the large 
number of problems (in excess of 1,000); answers for 
odd-numbered problems with the problems, answers 
for even-numbered problems not being given; an at- 
tempt to bring the chapter on bonds into line with the 
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practices and language of the bond market, avoiding, 
for example, the misuse of the term “dividend” for the 
periodic interest payment on a bond, and the erroneous 
impression that the typical bond matures for an amount 
which is higher than its par value; departures from con- 
ventional presentations in the compound interest 
tables, the primary divisions of the tables being by in- 
terest rate with the functions (1+7)", (1+4)—, sp, da, 
and s,~? being listed in columns across the page under 
the various rates; the rates being given also at lower 
rates than the conventional 1/4% in order to provide 
for today’s lower market rates (rates of 1/12%, 1/6%, 
1/8%, and 5/24% are all provided for periods 1 to 
250); modern mortality tables with commutation sym- 
bols at modern rates of interest; and the use through- 
out the text of the internationally standardized notation 
used in actuarial mathematics, with an attempt being 
made where no internationally recognized symbol exists 
to select a symbol consistent with the international no- 
tation. 

The basic approach in the compound interest sec- 
tions is exceptionally good. A logical order of subject 
matter presentation is followed, and the emphasis 
throughout these chapters on comparison date, equa- 
tions of value (dollars equivalent), the use of effective 
time diagrams, together with carefully worked out illus- 
trations are especially noteworthy features. The pres- 
entation and selection of alternative methods and tech- 
niques throughout these chapters, and the inclusion of 
practical or approximate methods immediately after 
the demonstration and discussion of the theoretical and 
exact procedures are also commendable. 

The tendency to over-do the mathematical proof, or 
to use the method of establishing mathematical identity 
to develop an alternative formula rather than to de- 
pend upon a logical or analytical approach (as for ex- 
ample in connection with the development of the al- 
ternative formula for the price of a bond, page 123 of 
the text) tend to complicate the presentation unduly 
when regarded from the standpoint of the ordinary ac- 
counting or business student. This objection is typical 
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for mathematics courses, where symbols, mathematical 
methods of presentation, etc., as complex as they may 
seem to the uninitiated, are part of the established 
methodology. In courses such as these, the needs of the 
student who may continue in the field of actuarial 
mathematics must be provided for. The same course 
and text, it is hoped, will also serve the needs of the ac- 
counting and business students. 

The authors have attempted to avoid the common 
mis-statements which have been found in these books. 
In the chapter on depreciation, for example, the “cost 
expiration” aspect is emphasized, and in connection 
with the sinking-fund method of depreciation, the fol- 
lowing statement is made: “One should note here that, 
as used, this method is merely a measure of depreciation 
and does not necessarily imply that any such replace- 
ment fund is actually in existence.” 

It is the reviewer’s opinion, however, that the chap- 
ters on sinking funds and on depreciation will require a 
more careful selection of subject matter and problem 
materials than he has yet observed to enable them to 
meet the needs of the accounting student. Similarly, 
the problems involving annuities due, deferred an- 
nuities, and ordinary annuities could be improved by 
selecting those which are representative of actual busi- 
ness situations. 

The system of notation and the development of the 
various formulas in the chapter on bonds seems unduly 
complex. However, the charts presented in connection 
with bond values between coupon dates (pages 136-7) 
should prove very helpful to both student and teacher. 
It would appear that more would be gained if the theo- 
retical accumulation between interest dates were re- 
flected in the diagrams. The reviewer has found that 
such diagrams (reflecting the theoretical changes) can 
be used effectively as a basis for teaching the practical 
procedures for determining bond price between interest 
dates and the accounting entries in connection with 
such purchases. 

CHARLES W. ALLISON 
Assistant Professor of Accounting 


of all the books in this field. It should be remembered, of University of Utah 
course, that the books in this field are written primarily 
Taxation 


The Federal Income Tax. Joyce Stanley and Richard 
Kilcullen. (New York: The Tax Club Press, Second 
Edition, 1951, with 1952 Supplement. Pp. xviii, 374. 
$7.50.) 


The authors state that the book “has been written 
primarily for practising lawyers who do not specialize 
in tax law, for law students, for accountants working 
in the tax field and, in general, for all people who in 
their business or profession need more than a casual 
knowledge of income tax law.’ Further, they planned 
it to be read with the Internal Revenue Code. 

The first edition of this book was reviewed in the 
July, 1949 issue of Tae AccouNTING REVIEW. Since this 
second edition is a current version of the 1948 edition, 
the comments made in the earlier review apply to this 
edition as well. 


The authors, members of the New York Bar, present 
a restatement of the Internal Revenue Code, section by 
section, in clear and nontechnical language. No attempt 
has been made to rearrange the material; it is presented 
in the same sequence as in the Code. Every main sec- 
tion of the Code is listed by number and title, although 
some of the sections of limited interest and mere cross 
reference sections are not discussed. The obvious ad- 
vantage of this arrangement is convenience to the reader 
in cross referencing to the Code. The excess profits tax, 
estate tax, gift tax, social security taxes, and excise 
taxes are not covered. 

Both editions have been provided with a pocket in 
the back cover into which annual supplements can be 
inserted. There were supplements in September 1949 
and 1950 for the 1948 edition. The 1951 edition includes 
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a separate 1952 supplement in the pocket, which sup- 
plement was published in September, 1952. The use of 
these supplements is a strong point of this book. Annual 
full editions are expensive for the reader and put him to 
the considerable trouble of ascertaining how many and 
how great the changes have been from the preceding 
edition. Annual pocket supplements between full edi- 
tions spaced a few years apart tell the reader: “There 
have been only these few important changes this year; 
you do not have to revise your knowledge regarding the 
remainder.’”’ The pocket supplements contain page 
references to the parent edition of the book to facili- 
tate their accurate and convenient use. 

Since the discussion on most points is rather brief 
and does not attempt to cover the great volume of de- 
tails and technicalities of the law, the authors were 
able to limit the text portion of the book to 352 pages, 
a short book for comprehensive coverage of so large 
and difficult a subject. This brief, over-all, nontechnical 
treatment is another strong point rather than a weak- 
ness of the Stanley and Kilcullen book. A certain small 
number of subjects of general interest and basic im- 
portance are explained and illustrated at somewhat 
more length than are most of the subjects, to furnish 
broad perspective in certain fundamental areas. Some 
of this material should be of help particularly to non- 
accountants in explaining matters which are essentially 
accounting in nature. Some specific references are made 


appropriately. to the Regulations and to really impor. 
tant court decisions, to round out the discussion, but 
such citations have been kept to a minimum, 

The Federal Income Tax probably will find its great. 
est usefulness as an interpreter of the language of the 
Code. As such, it should be most useful in schools jn 
which income tax is taught by the case method, in 
which heavy emphasis is placed upon the direct and 
original reading and application of the Code itself, It 
should be of great value as a “‘refresher” for those who 
have some familiarity with the income tax and asa 
ready reference for consultation to find out quickly in 
broad and nontechnical language what a particular 
Code section provides. It should not be expected to do 
what it was not designed to do, namely, to be used in 
schools in which the case method of instruction is not 
followed and the conventional textbook approach is 
used. The authors have succeeded in their aim, which 
is: “to give the reader a general familiarity with tar 
law, to point out the problems rather than to give all 
the answers, and particularly to provide a foundation 
on which a wider knowledge can be built.” 

I consider this book to be interesting, useful, and 
valuable. Persons interested in the Federal income tax 
will probably want to have it at hand. 

Cartes J. GAA 
Professor of Accountancy 
University of Illinois 


General 


Your Dollar’s Worth of State Government. Office of Di- 
rector of Budget, State of Washington. (Olympia: 
State of Washington, 1952, Pp. 97.) 


This brief publication has attracted widespread 
favorable comment in journals relating to government 
and public finance. Altogether comprising a booklet of 
less than 100 pages, it is divided into three sections. 
Part 1, dealing with “‘The State and Its Government,” 
gives an historical summary of Washington revenue, 
expenditure, and employment, as well as comparisons 
with the governments of other Western states. Part 2, 
on “What the Money Buys,” makes up the bulk of the 
volume, and provides a 64-page description of the main 
functions and services performed by the State Govern- 
ment of Washington. Part 3, labeled simply “Statis- 
tics,” presents detailed tabulations of data upon which 
much of the booklet is based. 

Presentations of this general nature are not entirely 
new. Material of a similar sort has been developed by 
political scientists, by civic and taxpayer groups, by 
legislative councils and by the budget offices of other 
States. 

The attention which has been attracted by this par- 
ticular volume is a tribute then, not to any absolute 
uniqueness of content but to the high standards it 
reflects as to comprehensiveness of coverage, reada- 
bility, graphic presentation, and economic sophistica- 
tion. It exhibits a remarkably happy compromise be- 
tween the superficiality of those popularized presenta- 
tions which seem to assume a childish audience and the 


stodginess or burdensome detail which make most pub- 
lic budget documents unknown territory even to the 
potentially interested citizen. Although charts are 
presented generously throughout this volume, they are 
not offered as a complete substitute for more detailed 
figures; nor is there evidence of the omission or special 
handling of data which might seem politically embar- 
rassing to its authors. 

It may be ventured that no Washington citizen, how- 
ever well informed, could fail to obtain a good deal of 
additional knowledge and insight about his state and 
its government from this volume. Accountants may 
have an additional interest in some of the technical 
phases of the preparation of such a report. The follow- 
ing part of the introduction to the statistical section of 
this volume merits careful reading: 


‘How to make our highly technical state financial 
reports understandable presented a major problem. 
Established state accounting serves primarily legal 
requirements. It records faithfully and completely 
all transactions—receipts, disbursements, transfers— 
to prevent illegal expenditures or fraud. It shows who 
is authorized to spend the money and what he bought 
with it, in terms of objects of expenditure like salaries, 
light and heat, office equipment, etc. 

“Tt lists what fund the money came from. Besides 
72 funds in the state treasury there are another 31 
funds in custody of the treasury and at least 134 
local funds outside of it. More than a hundred de- 
partments and divisions draw their support from 
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those funds. Small wonder that only few highly 
specialized accountants find their way through the 
state’s books. Even they are sometimes confused. 

“To be meaningful to the average citizen who is 
not trained in the intricacies of state accounting, 
financial reports must show true governmental costs. 
From the tens of thousands of transactions recorded 
as ‘outgo’ we must eliminate tax refunds, debt re- 
tirement, loans, revolving and trust funds, self- 
sustaining insurance operations, transfers, etc., to 
arrive at a figure we can call the ‘cost of state govern- 
ment.’ 

“What does that cost of state government con- 
sist of? How does it break down? Details by funds 
and organization units are essential to the account- 
ant. But the citizen—the shareholder of this business 
—wants to know the cost of the major state functions 
like education, public welfare, highways, health and 
hospitals, natural resources, public safety, etc. He 
needs a yardstick by which to measure and judge 
the size of those expenditures.” 


One may well ask why, despite several decades of 
widespread concern for effective governmental account- 
ing and reporting, it is still so difficult to serve these 
proper informational needs of the lay citizen. Three 
answers may be suggested. First, government at all 
levels—national, state, and local—has such varied 
functions and means of support that its operations and 
financing are inevitably complex. Secondly, there are 
far too many legal requirements for earmarking of re- 
sources in separate funds which, at best, serve purposes 
which could be adequately accomplished by other 
known techniques of budgeting and accounting control. 
Third, many financial officials have apparently been 
far less concerned with the informational purposes than 
with the control purposes to be served by governmental 
records. 

The accounting profession has a real opportunity for 
important contributions in this regard. Accountants do 
not write the laws; but their advice and support is 
needed by public officials who seek a lessening of cum- 
bersome devices for financial control which may have 
been appropriate to the days of the quill pen and cash 
box, but today mainly confuse and hamper effective 
government administration. Even more, assistance is 
needed from the accounting profession in so redesign- 
ing governments’ financial records that they may bet- 
ter serve the needs of legislators, top executive officials, 
and the general public for understandable data on public 
revenues and spending, and not merely the traditional 
purpose of enforcing official fidelity and accountability. 

Such excellent documents as this for the State of 
Washington therefore have at least a double value— 
directly in terms of the useful information they supply, 
and indirectly in their promotion of action toward bet- 
ter patterns and procedures for governmental budget- 
ing, accounting, and reporting. 

ALLEN D. MANVEL 

Chief, Governments Division 
U.S. Bureau of the Census 
Washington, D. C. 


Book Reviews 


307 


College and University Business Administration. Com: 
piled by the National Committee on the Preparation 
of a Manual on College and University Business 
Administration. (Washington, D. C.: American 
Council on Education, 1952. Pp. 207, $4.50.) 


In 1930, when the new depression was shaking man- 
agement everywhere and World War II was a decade 
away, a committee of college and university adminis- 
trators began a study that was to have a profound effect 
on the accounting procedures of institutions of higher 
learning. 

The study group was the National Committee on 
Standard Reports for Institutions of Higher Education. 
Its report, published in 1935 by the University of Chi- 
cago Press, was the unique and much-needed Financial 
Reports for Colleges and Universities. 

The report became the definitive statement, the uni- 
versal handbook, in the field of college and university 
business. It was important not alone because it was the 
only thing of its kind. It was important because the 
national committee (under the leadership of Lloyd 
Morey, Comptroller of the University of Illinois) had 
reduced to operating principles the common objectives 
of college and university business administrators. For 
the first time, business officers had at hand a manage- 
ment manual that recognized the special problems and 
the special requirements of business administration in 
educational institutions, and one that set up standards 
for financial reporting and accounting. 

Financial Reporis for Colleges and Universities served 
its purpose well before it went, eventually, out of print. 
But even in the late thirties it had become plain that 
there was a need for a larger work, one covering the 
whole area of college and university business. The mat- 
ter was discussed in 1937 by the Central Association of 
College and University Business Officers and out of the 
subsequent planning by regional groups and National 
agencies there came, in time, the new National Com- 
mittee on the Preparation of a Manual on College and 
University Business Administration. It was not until 
after World War II that work on the larger project 
could go ahead. 

Much more than mere revision was involved. College 
and University Business Administration puts basic 
principles in the larger framework, but it also recog- 
nizes the increasing complexity of educational adminis- 
tration in an age when the institutions of higher learn- 
ing are performing more diverse tasks—in more fields, 
in more ways, and under a wider variety of demands— 
than ever before. The new work covers material not 
touched in the earlier report, and it adds an extensive 
list of important books and articles published during 
the past thirty years. 

The book begins with a discussion of the principles of 
administration, outlining the various forms of adminis- 
trative organization and describing the qualifications 
needed by those who wish to enter the field of college 
business. But the book is keyed throughout to state- 
ments of principle. It presents, for example, sixteen 
basic principles of fund accounting, important because 
colleges and universities, as nonprofit institutions, must 
maintain their records, and present their financial re- 
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ports, in accordance with accounting principles ap- 
propriate to such enterprises. The sixteen principles 
represent, in reality, an operational platform. Institu- 
tions whose records are based on these principles will 
be able to make reasonable comparisons of their finan- 
cial reports, since their major items will be similarly 
classified. Because there is a wide interchange of finan- 
cial reports among educational institutions, the im- 
portance of uniform classification is obvious. 

It is trite to say that America’s educational institu- 
tions face financial crisis. The public institutions must 
use with great wisdom their public funds. The private 
institutions have new problems of fund management. 
The pressures on higher education were well summa- 
rized in 1952 in a report of the Commission on Financ- 
ing Higher Education (Nature and Needs of Higher 
Education, Columbia University Press, November, 
1952). Major pressures, the Commission said, are in- 
flation, the expansion of educational services, fluctuat- 
ing student enrollments, need for enlarged and modern- 
ized capital plants, and uncertain sources of income. If 
the business managers of educational institutions are to 
keep abreast of their problems they will need current, 
accurate, intelligently presented information. It is the 
strength of College and University Business Administra- 
tion that it has been compiled by men who do them- 
selves face the management problems or who must pre- 
pare the reports on which administrative decisions are 
based. 

In Chapters IV to VI the National Committee has 
developed accounting procedures, and a series of 
monthly, annual, and other periodic reports, which 
make essential information readily available. Complete 
information on preparation of fund balance sheets and 
supporting exhibits and schedules is given in detail, 
together with proposed forms for the balance sheet and 
its supporting statements. 

In Chapter VI current fund operating statements 
are fully explained. Both income and expenses are 
classified under three major categories—educational 
and general, auxiliary enterprises, and student aid. In- 
come is further classified by source. Educational and 
general expenditures are classified by function under 
general administration, general expense, instruction 
and departmental research, organized activities re- 
lating the educational departments, organized research, 
extension and public services, libraries, operation and 
maintenance of physical plant. Further departmental 
classification is provided under these major divisions. 
Suggested forms for reports are included together with 
sample statements for auxiliary enterprises. 

Accounting for endowment, loan, annuity, plant and 
agency funds is covered in Chapter VII. Careful con- 
sideration is given to the treatment of endowment funds, 
and attention is called to the fact that in educational 
institutions the trustee and beneficiary of an endow- 
ment fund are ordinarily one and the same and that the 
institution’s interests correspond to those of both life- 
tenant and remainderman. Proper procedures to record 
these interests are well outlined. Methods of handling 
loan, annuity, plant, and agency funds are discussed 
briefly, and various types of statements for reporting 
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of these funds and endowment funds are illustrated, 

There are added two new subjects which were not 
covered in the 1935 work. These new subjects are (1) 
auditing and (2) allocation of indirect expenditures 
and determination of costs. The chapter on auditing 
was written in cooperation with a special committee 
on college and university accounting appointed by the 
American Institute of Accountants. The theory of in. 
ternal control is briefly sketched and considerable space 
is given to the outline of procedures in external audits 
of educational institutions. The original study in 1935 
recommended an annual audit by independent account- 
ants qualified by training and experience to audit the 
accounts of educational institutions, and the same rec. 
ommendation is made in the 1952 publication. 

Chapter IX is devoted to the discussion of the allo- 
cation of indirect expenditures and determination of 
costs. College administrators became acutely conscious 
of this subject because of the impetus given to sponsored 
research by World War II, this research continuing 
with even greater magnitude since the end of the war. 
Financing Higher Education in the United States, a 
publication of the Commission on Higher Education 
(Columbia University Press, November, 1952) shows 
this trend clearly when it reports that expenditures in 
educational institutions for organized research, totaling 
$26,989,000 in 1940, had grown by 1950 to $222,232,000. 
This tremendous expansion has caused a proportionate 
increase in indirect costs, which in turn has thrown a 
heavy burden on the budgets of educational institu- 
tions. The National Committee, giving full treatment to 
circumstance, says, “If an institution is to be intelli- 
gently financed, the problem of recovering expenditures 
for indirect costs is critically important and fully justi- 
fies the attention and expense of making a proper distri- 
bution of its proper relationship to the whole of the 
University. The institution must know the total cost, 
indirect as well as direct, for each part of its total pro- 
gram: instruction at each level, research, extension, 
student services, and other activities.” 

Methods and procedures outlined in the text for ac- 
complishing the above objective are those generally 
accepted by college and university business officers. 
Institutions not currently allocating indirect costs but 
wishing to do so will find the necessary guide-posts in 
this volume. 

An excellent treatise on “Depreciation of Real 
Property in Educational Institutions” is given in Ap- 
pendix B. Various aspects of the problem of deprecia- 
tion as applied to educational institutions are presented 
together with opinions of authorities in the field of in- 
stitutional and governmental administration. 

College and University Business Administration is an 
excellent manual based on sound principles. The book 
was compiled by authorities on university and college 
administration and is the result of extended experi- 
ence and research in the field. This publication is a must, 
not only as current reading, but also as a permanent 
reference on the desk of every college and university 
business officer. 

Ernest M, CONRAD 
Assistant Comptroller 
University of Washington 
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Encyclopedic Dictionary of Business. Editorial Staff of 
Prentice-Hall, Inc. (New York: Prentice-Hall, Inc., 
1952. Pp. 704. $10.00.) 


The title of this book aptly describes its contents. It 
is “designed to acquaint both business and non-busi- 
ness people with the language of business. The defini- 
tions furnish . .. an understanding of business opera- 
tions, methods, and practices and guide the layman in 
his business dealings.” 

Over three thousand terms used in business are de- 
fined and discussed in alphabetical order. They were 
taken from the following major fields: accounting, ad- 
vertising, business forecasting, correspondence, credit 
and collections, finance, foreign trade, industrial rela- 
tions, insurance, law, marketing, mathematics, office 
management, purchasing, real estate, retailing, regula- 
tion of business, sales management, taxes, traffic man- 
agement, aud other subjects. 

Five basic objectives were established by the edi- 
torial staff in the development of the definitions: ‘‘(1) 
to give non-technical, easy-to-read explanations; 
(2) to present comprehensive treatment of key terms 
in each of the fields or subjects covered; (3) to include 
“how-to-do”’ material where the word or phrase entails 
a business practice; (4) to illustrate with figures... 
and other types of examples . . . ; (5) to point out how 
to prevent legal difficulties where the term deals with a 
matter that might easily lead to such difficulties.” 

How well have these objectives been accomplished? 

No. 1 has been met as well as the subject matter per- 
mits, The definitions are concise and easily read, par- 
ticularly by a person who has had some study or ex- 
perience in business. A non-business person would 
have some difficulty comprehending some of the defi- 
nitions. An understanding of accounting “‘jargon”’ is 
necessary in some cases. For example: “... the cost 
...is written off over the period... ,’’ “Reserves. 
An accounting device for either reducing the carrying 
value of an asset, recording a known or contingent lia- 
bility, or appropriating accumulated profits.” 

In furtherance of objective No. 2, there has been an 
exceptionally complete selection of terms from the areas 
included in the study. Most are competently defined and 
discussed, with comprehensive cross-referencing. 

To test the effectiveness of the cross-referencing and 
comprehensiveness of coverage, the reviewer started 
with the term “Financing” and traced through to all 
the cross-references given in that definition and all the 
other definitions referred to. In the half-page discussion 
of “Financing” references were made to Fixed Assets, 
Working Capital, Equity Capital, Borrowing, Partner- 
ships, and Investment Bankers. The definition of ‘‘Bor- 
rowing” referred to Forms of Business Organization, 
Capital Goods, Corporate Bonds, Accounts Receivable 
Financing, Warehouse Receipts, Collateral, Line of 
Credit, Revolving Credit, Term Loan, Bill of Lading, 
Trust Receipts, Cash Surrender Value, Chattel Mort- 


Book Reviews 


309 


gage, Mortgage, Accommodation Paper, Trade Ac- 
ceptances, Notes Receivable, Bank Acceptances, Dis- 
count House, Commercial Finance Companies, Direct 
Selling, Conditional Sale, Open Market, Terms of Sale, 
Reconstruction Finance Corporation, Federal Housing 
Administration, Amortization, and Loans. Other terms 
from the field of Finance, referred to in the discussions 
of the terms listed above, included: Investment Bank- 
ing, Underwriters, Investment Trust, ten types of 
Corporate Bonds, Banks, Bank Discount Drafts, Real 
Estate Financing, Commercial Paper Houses, Brokers, 
Dealers, and the S.E.C. Besides cross-references to 
terms in the field of finance, terms were included from 
the following fields: accounting, correspondence, credit 
and collections, foreign trade, insurance, law, market- 
ing, office management, purchasing, real estate, retail- 
ing, regulation of business, sales management, traffic 
management, and business organizations. Before the 
trail ended, the reviewer had examined over five hun- 
dred terms covering about four hundred pages. During 
the course of this investigation, the reviewer observed 
just a few cases of incomplete cross-references and refer- 
ences to terms which, without discussion, referred to 
other terms where the definitions were given. In only 
three cases were references made to terms which were 
not defined. 

Illustrations and computations are used to great ad- 
vantage to simplify and condense the definitions, and 
make them more understandable. One of the best of 
these is the illustration of the operation of a real estate 
mortgage where there are several mortgages on the same 
property and the lien theory applies. Objectives (3) and 
(4) are well carried out. 

A very helpful feature of the book, resulting from ob- 
jective (5), is the pointing out of legal difficulties which 
could result from certain business transactions. Some 
examples are: (1) “...in some states (a married 
woman) cannot contract with her husband . . . These 
handicaps require that care be exercised in determining 
the extent of a married woman’s competency to con- 
tract”; (2) “It is especially important to be careful re- 
garding title to property where... husband and wife 
... hold title... ; (3) “The landlord and the tenant 
should take the following legal precautions in leasing 
business property: . . . ”; (4) “In buying business prop- 
erty, take the following legal precautions:...”; 
(5) “When selling goods, take the following legal pre- 
cautions:...”; and (6) “In paying a mortgage, the 
payer should make certain that the acknowledgment is 
in the form required... .” 

Within the limits of one volume, this Dictionary has 
amazing coverage. It will be found a valuable reference 
principally for business owners and executives, and 
secondarily for business students and laymen. 

Lowe tt C. Doak 
Director of Instruction in Higher Accountancy 


LaSalle Extension University 
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